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TARIFF AND TRADE PROPOSALS

WEDNESDAY, JUNE 3, 1970

HOUSE OF REPRESENTATIVES, 
COMMITTEE ON WAYS AND MEANS,

Washington, D.C.
The committee met at 10 a.m., pursuant to notice, in the committee 

room, Longworth House Office Building, Hon. Wilbur D. Mills (chair 
man of the committee) presiding.

The CHAIRMAN. The committee will please be in order. 
Our first witness this morning is our colleague from the great State 

of Texas, the chairman of the great Committee on Appropriations of 
the House, a longtime friend, the Honorable George H. Mahon. 

We appreciate having you with us. You are recognized.

STATEMENT OF HON. GEORGE H. MAHON, A REPRESENTATIVE IN 
CONGRESS PROM THE STATE OF TEXAS

Mr. MAHON. Thank you, Mr. Chairman. I realize that you and your 
committee have a big day before you, and that you have the debt limit 
problem this afternoon on the floor of the House.

The CHAIKMAN. I may want you to help me explain to the House 
why we shouldn't use the debt ceiling to bring about a reduction of 
$6 billion in Department of Defense spending. Get prepared on it.

Mr. MAHON. We will make some reductions, but we can't go that 
deep. We went almost that deep last year in appropriations.

The CHAIKMAN. You help me explain to the House why you should 
have that responsibility.

Mr. MAHON. I think another thing we need to explain to the House 
and to the American people is why is it necessary to raise the debt 
limit as much as is required in view of the statement that we only are 
threatended with a slight deficit. If we only have a slight deficit, why 
are we having to raise the debt ceiling to the extent that is recom 
mended? You are fully aware of the answer to that question.

I think we are somewhat deceiving ourselves and the American 
people by the type of unified budget which we now have. Except for 
the surplus in the trust funds, about $8.5 billion, this system would 
not be so misleading. But it is very misleading under the present 
circumstances. I know the chairman will agree.

The CHAIRMAN. Yes; we do agree on that. I have pointed that out 
repeatedly and will do so again on the floor. There is one thing in 
the report that I hope you will be in accord with our committee on, 
and that is the requirement for a new section to be added to the budget 
next year, up near the front of the budget, that shows the effect
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of the budget on the public debt, which is to say they must have a 
section that relates itself to the old-type Federal or administrative 
budget that we always used for purposes of showing whether we were in 
balance or out of balance in the past.

Mr. MAHON. I am in complete agreement with your proposal.
The CHAIRMAN. Now let us talk about oil.
Mr. MAHON. Mr. Chairman, we talk boldly these days about national 

priorities. We emphasize education, health, and the environment. We 
cannot accomplish the maximum in these fields unless we can find a 
way to pay for the necessary programs.

We must maintain an adequate tax base on all levels of government. 
National security from an ecomonic standpoint and from a military 
standpoint are mandatory if we are to attain our long-range objectives.

Without a healthy oil and gas industry, and I would say without a 
healthy economy generally, we cannot attain our national objectives.

I want to commend your committee, Mr. Chairman, for the consider 
ation which you are giving to trade and import problems in this 
hearing.

I am concerned about various aspects of trade and import policies, 
but I would like to zero in, if I might, on the matter of the manda 
tory oil import program which I think should be continued and 
strengthened.

In my district, in my hometown, resides the Governor of Texas, 
Gov. Preston Smith. He is deeply concerned about your hearings as 
oil and gas have such a tremendous impact on the State of Texas.

I would like to have the privilege of inserting into the record, Mr. 
Chairman, a statement which he has prepared and which he had 
planned to deliver himself, but because of unforeseen developments is 
not able to be present this morning.

The CHAIRMAN. Without objection, that may be done.
Mr. MAHON. I would like to read several sentences from the Gover 

nor's statement.
"But to me this makes it clear that strict control of imports is needed 

more now than ever. Those who advocate economic experiments, such 
as the tariff system of the majority report of the Shultz committee, 
which would open the flood gates to foreign oil in an attempt to drive 
down the price of domestic crude oil, are gambling dangerously with 
both national security and the interests of consumers."

I now would like to read the final statement which he makes.
"Finally, may I point out that the United States and Eussia are 

the only major industrialized nations of the world with anything 
near a self-sufficient supply of petroleum. This measure of our self- 
sufficiency add immeasurably to our military and economic security, 
and we believe the Federal Government should be dedicated to keep 
ing it that way. So long as we have a healthy domestic industry, I 
believe we can continue to have a reasonably priced and reliable supply 
of petroleum.

"Continuance of the mandatory oil import program is a necessary 
step in that direction."

I would now like for the entire statement of the Governor to appear 
at this point in the record, Mr. Chairman.

The CHAIRMAN. Without objection, it will appear.
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(The prepared statement of Governor Smith of Texas follows:)
PBEPAEED STATEMENT OP THE HONORABLE PRESTON SMITH, GOVERNOR OF THE

STATE OP TEXAS
The Trade Expansion Act of 1962 provides for the placing of limitations on 

imports when necessary for national security. In the case of petroleum imports, 
such a circumstance exists, and I am here today to urge upon you the importance 
of the Mandatory Oil Import Control Program.

Every consumer of oil products or natural gas across this Nation has an iden- 
tiflable stake in the maintenance of volumetric limits, that is, quotas, on the 
amount of foreign crude oil and products that are brought into this country* 
That stake is the risk of becoming overly dependent on a stream of foreign oil< 
access to which might be denied at any moment by unpredictable political events. 
The dependence of the United States on petroleum is great. Oil and gas gen 
erate 31 percent of the Nation's electricity, heat 79 percent of our homes, and 
provide essentially all of the energy needed for transportation—in fact, petroleum 
provides three-fourths of the Nation's energy.

The political events abroad are volatile. One need only examine the continuing 
Arab-Israeli conflict which twice—once in 1956 and again in 1967—severely 
disrupted the normal movements of oil to the United States and our NATO allies. 
The Suez Canal is still closed; the Russians are showing more interest and 
participation in this area of the world than before, and as recently as May 14, 
1970, the Syrian Ambassador In the United Nations Security Council again 
threatened the United States with a political boycott on oil shipments from 
Arab lands.

As far as oil imports are concerned, the national interest is served in two im 
portant ways by mandatory quotas. First, by limiting the volume of foreign oil 
that enters the United States to that absolutely necessary to supplement domestic 
sources in satisfying our demand, the quota system minimizes the harm done 
when that oil or part of it is denied.

Second, by preserving an environment in which a healthy domestic industry 
can operate and better respond to emergencies. The second reason is as important 
as the first. In the 1967 Mid-Bast crisis the domestic industry was called upon to 
supply emergency oil and, in the words of the Office of Oil and Gas of the De 
partment of the Interior, ". . . the adjustments to emergency conditions were 
performed so quickly and with such efficiency and confidence that there was no 
need to direct the consumers' attention to any impending domestic shortages." 
We are particularly proud of our Texas producers who in the summer of 1967 
were able to produce 600,000 barrels daily of emergency oil—a 20 percent in 
crease in production rate above the pre-crisis level.

Make no mistake, I am not saying that maintaining oil import controls will 
assure surplus producing capacity in Texas. In fact, some industry experts 
forecast Texas' surplus capacity disappearing within 4-5 years. But to me this 
makes it clear that strict control of imports is needed (more now) than ever. 
Those who advocate economic experiments, such as the tariff system of the 
majority report of the Shultz Committee, which would open the floodgates to 
foreign oil in an attempt to drive down the price of domestic crude oil, are gam 
bling dangerously with both national security and the interests of consumers.

Although the existence of a healthy domestic petroleum industry is a matter 
of national importance, we in Texas have a particular interest and responsi 
bility. Texas produces 35 percent of the Nation's oil, 37 percent of the gas and 
has 31 percent of the U.S. proven reserve including the Alaskan North Slope and 
the Outer Continental Shelf lands. The Texas Railroad Commission has done an 
outstanding job of conserving these resources and efficiently regulating their 
production in such a manner as to assure a reliable source of supply for the 
nation.

There is no doubt that any manipulation of the imports control program that 
would even temporarily drive down the price of U.S. crude would have the 
effect of forcing premature abandonment of the higher cost, producing wells. 
Many such wells would be affected in Texas, and the many jobs they represent as 
well as the revenue they provide to our State treasury from royalties and taxes 
would be lost forever. There would also be a permanent loss to the nation of the 
remaining hydrocarbons associated with those wells.
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There also is no doubt, that such, actions: would discourage exploration for new 
reserves. As Chairman Mills so wisely counseled the Cabinet Task Force on 
Import Control on July 11, 1969, the additional burdens placed on the petroleum 
industry by the 1969 Tax Reform Act, make tampering with the import control 
program extremely hazardous. We have been waiting for statistical evidence of 
the effect of the new taxes on the industry, but I believe they can be predicated 
to have a depressing effect on exploratory activity.

As the elected, representative of the people of Texas, I must express my con 
cern for their interests. In Texas the impact from removing import controls would 
be quite severe. We estimate that, with a one-third reduction in the price of 
crude, 30,000 oil related jobs would be wiped out, and the State's cash flow 
would be impaired by almost a billion dollars annually. One hundred ten million 
dollars of this would be reduced State revenues, $450 million would be personal 
income reduction, and $400 million would be in reductions of oil-related 
expenditures.

The impact on financing public schopls, county and city governments would 
be equally severe. Texas ranks sixth among the 50 States in total direct ex 
penditures for public education. In the State's support of public schools, one out 
of every four tax dollars comes from the oil and gas industry. In local support 
of public schools, for more than 500 independent school districts, oil and gas 
properties make up significant parts of local property tax rolls. In more than 
half of those districts, tax revenues from oil and gas properties exceed 50 percent 
of all local school revenues. During the most recent year for which, I have the 
facts, county governments in Texas collected 26 percent of their total revenues 
in oil and gas taxes. Obviously, a cut in crude oil prices would reduce the value 
of such taxable properties, and critically affect the local financing of public 
schools and local governmental services.

Some have argued that mandatory quotas on foreign oil imports result in 
unfairly high prices for petroleum products. This is not so. Consumer gasoline 
prices, for instance, have been consistently below the level "of other commodities 
on a comparative basis for the past decade, while imported crude and products 
were under import control. U.S. heating oil prices which are important in many 
parts of the country have likewise trailed the Consumer Price Index.

Finally may I point out that the United States and Russia are the only major 
industrialized nations of the world with anything near a self-sufficient supply of 
petroleum. This measure of our self-sufficiency adds immeasurably to our mili 
tary and economic security, and we believe the Federal Government should be 
dedicated to keeping it that way. So long as we have a healthy domestic industry, 
I believe we can continue to have a reasonably priced and reliable supply of 
petroleum.

Continuance of the Mandatory Oil Import Control Program is a necessary step 
in that direction.

Mr. MAHON. Following the Governor's statement I would like to 
add some views of my own as one who is greatly interested in main 
taining the stability of the economy of this Nation, and the military 
and economic strength of the Nation.

I would like to add a statement of my own in regard to the problems 
which confront us in the petroleum industry. It is not a sectional type 
problem. It is a problem that involves the whole country. It involves 
the tax base of many States. It involves employment. It involves the 
matter of the balance of trade and the long-range health and security of 
the country.

I would like to have permission to insert in the record at this point 
a statement.

The CHAIRMAN. Without objection, that may be done.
(Congressman Mahon's prepared statement follows:)

PREPARED STATEMENT OF HON. GEORGE MAHON, A REPBESENTATIVE IK CONGBESS 
FBOM THE STATE OP TEXAS

Mr. Chairman, I am very deeply concerned about our ability to meet the 
Nation's rapidly growing requirements for fuel and energy.
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I come before your Committee because I feel there is a compelling and urgent 
need for Congress to enact legislation that will give new policy direction to (1) the 
Mandatory Oil Import Program and (2) the producers of natural gas who find 
themselves hampered by completely unrealistic controls by the Federal Power 
Commission.

A review of our oil import policy by this Committee is fortunate and timely 
for the following reasons :

1. The Nation is already using imports to satisfy about 23 percent of our needs.
2. Several members of the Cabinet, serving on the Task Force on Oil Import 

Control, have recommended policy changes deliberately designed to lead us to a 
position of being dependent on imports for 50 percent of our needs.

In view of the serious international situations now existing, for example, Viet 
nam and the Middle East, it seems to me that it would be folly for us to become 
more dependent if we can avoid it. Yet, it is quite clear that we will drift into 
greater and greater dependency unless the Congress changes existing policies.

Evidence coming to my attention indicates that our Nation is facing a very 
dangerous situation with respect to its supplies of oil and natural gas which ac 
counts for three-quarters of our total energy. My district embraces a large por 
tion of the Permian Basin which is one of the principal producing areas of the 
United States. I continually hear from producers of oil and natural gas and the 
information coming to me is not comforting. In addition, I hear from the bankers, 
businessmen, employers and employees in my area and from the local and state 
taxing authorities. For at least ten years, the oil and gas industry has been de 
clining and as a result the economy in the district has suffered. I know from this 
experience that the existing governmental policies and the general economic 
conditions are not doing the job they should be doing with respect to stimulating 
exploration and development of oil and natural gas reserves.

As a result of existing policies we will soon reach a point where we have no 
choice—we will be forced to become dependent on foreign oil which is subject 
to instant disruptions.

We already face a shortage of natural gas. Supplies are inadequate to meet 
demands for normal expansion. Our natural gas reserves have dropped sharply 
in the past two years. Oil reserves are also shrinking and productive capacity 
declining.

I am also informed that a similar situation exists with respect to our coal 
production, that is, we are not expanding capacity commensurate with the grow 
ing demand for energy. Also, we read almost daily that we can expect electrical 
shortages this summer.

This picture, regarding our overall fuel and energy supply, suggests in a clear 
and strong way that the Congress must come to grips with the problem of meet 
ing our future fuel and energy requirements. I believe we will be ignoring our 
responsibilities unless we do so. We may have been lulled into complacency be- 
ceause historically we have enjoyed an abundance of fuel and energy. It is diffi 
cult for us to realize that it is possible for our Nation to be encountering serious 
shortages in this vital area.

The Congress is deeply involved in efforts designed to meet many fiscal, social 
and environmental problems and that is as it should be. But my purpose today 
is to urge this Committee and the Congress to evaluate the importance of our 
fuel and energy problems. They clearly demand highest priority considerations.

Our Nation has attained a position of preeminence among the nations of the 
world. It has been able to do so in part because we have had an ample supply 
of fuel and energy. If we expect to continue to enjoy an economy and a standard 
of living as we know it today, and our position in world affairs, which we now 
hold, I believe it is imperative that we begin now to review our policies pertain 
ing to fuel and energy.

The United States now consumes about 14 million barrels of oil daily. By 
1980, authorities tell us that this consumption will be in the order of 20 million 
barrels. Today's consumption of natural gas is about 20 trillion cubic feet and this 
is expected to increase to more than 30 trillion cubic feet by 19SO.

Today's policies and economics just will not bring forth these supplies.
The Mandntory Oil Import Program has been in effect for over ten years. It 

should be stablized by an act of Congress so the industry will have firm asurance 
as to what to expect. Yet we see press reports almost daily that the Oil Policy 
Committee is considering changes in the Program to increase the level of imports 
so as to accommodate special groups and geographical areas of the United States.
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Furthermore, the President now has before him the report of the Cabinet Task 
Force on Oil Import Control which would replace the present program with a 
tariff system.

Under these circumstances, the industry does not know what to expect It 
cannot plan for the future. It is not sure what the government policy will be.

If the Import program is to serve its purpose—of maintaining a vigorous and 
healthy producing Industry that explores and develops reserves of both oil and 
natural gas—legislation to give it stability and firmness is essential.

The need for Congress to redirect our policy with respect to natural gas is 
equally clear. Sixteen years ago today's policy was set, not by Congress but by 
the Supreme Court in its decision in the Phillips Case. Since that time, the Fed 
eral Power Commission has regulated the price the producer of gas may receive 
at the wellhead. It has been a sad experience. For sixteen years the Commission 
has laboriously tried first one way and then another to apply utility type regu 
lation to the production of a commodity—namely, natural gas. It has been a 
failure as might have been expected. Now there is general alarm and recogni 
tion that we face a most serious shortage of gas.

The Congress has observed the gas shortage situation develop over these 
sixteen years. It has continued too long. The FPC cannot save the situation. It 
might take small piecemeal corrective actions that would help to some small 
degree but it is too bound by its own precedents, methods and ingrown philosophy 
to be able to take the type of action that is required.

Mr. Chairman and gentlemen of the Committee, I believe the Congress has 
a heavy responsibility to give new policy direction to the oil import program and 
to the Federal Power Commission in regard to its regulation of natural gas 
producers. An assured supply of energy and fuel to meet our growing needs is 
just too important for Congress to ignore or delay obviously needed corrective 
actions in this vital area.

The CHAIRMAN. We appreciate very much your coming to the 
committee.

Mr. BTJRLESON. Mr. Chairman, I wish to personally welcome my 
colleague from Texas before this committee.

If I understand your statement, to go from an import system to a 
tariff arrangement would be most devastating to a very weak industry 
today. In other words, it would further lend itself to very serious cir 
cumstances which already exists in the domestic petroleum industry.

Mr. MAHON. This is generally my view. This tariff approach is being 
held out as a great boon to consumers. In my opinion, the long-range 
interests of the consumer are being protected under the present system, 
and I think the present system, which has proved successful, ought to 
be strengthened.

The uncertainty that is beginning to surround it is having a very 
adverse effect on the oil industry which tends to be to the disadvantage 
of the producers and the consumers of oil and gas products.

The CHATRMAN. Thank you, Mr. Mahon.
We are happy to have with us today the distinguished Senator 

froh New Hampshire, the Honorable Nbrris Cotton. If you will come 
forward, Senator, we will be pleased to hear your statement.

STATEMENT OF HON. NOKBIS COTTON, A U.S. SENATOR FROM THE 
STATE OF NEW HAMPSHIRE

Senator COTTON. Mr. Chairman, members of the committee, I am 
grateful for the opportunity to appear before you today to discuss
/\IIT» •fj'\T»£n t*rr% 4--nn A f\ *->^l-IrtTT T*l*i *, I — — rii-.lt-in st4- •t- r> Q f" n n o /\/>/»ii V\i nn *. __r.« J.
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that we in the Congress, who have been in the heat of this battle for so 
long, have not been successful.

I am not a calamity howler, but I feel compelled to continue to speak 
out on the problem of rising foreign imports. The time for restraint 
has long since passed. It must be replaced with prompt and deter 
mined action or we will only fasten the shackles more firmly on our 
American workers and industries.

Mr. Chairman, permit me to read a policy statement:
***to work toward freer trade among all nations of the free world. But artificial 

obstacles to such trade are a serious concern. We promise hardheaded bargaining 
to lower the nontariff barriers against American exports and to develop a code 
of fair competition, including international fair labor standards, between the 
United States 'and its principal trading partners.

A sudden influx of imports can endanger many industries. These problems, 
differing in each industry, must be considered case by case. Our guideline will 
be fairness for both producers and workers, without foreclosing imports.

Thousands of jobs have been lost to foreign producers because of discrimina 
tory and unfair trade practices.

The State Department must give closest .attention to the development of agree 
ments with exporting nations to bring about fair competition. Imports should not 
be permitted to capture excessive portions of the American market but should, 
through International agreements, be able to participate in the growth of 
consumption.

Should such efforts fail, specific countermeasures will have to be applied until 
fair competition is reestablished. Tax reforms will also be required to preserve 
the competitiveness of American goods.

The basis for determining the value of imports and exports must be modified 
to reflect true dollar value.

That was the Republican Party's trade platform in 1968. I believe 
it is an excellent approach. I don't want to leave you with the im 
pression that politics have colored my judgment. Let me say that as a 
lifelong Republican I only wish we had lived up to the letter of that 
statement. Instead, what did this administration do when it had a 
chance to fire the first shot? I now make reference to the opening that 
occurred downtown for the Special Representative for Trade Nego 
tiations. For that key post, the President sent to the Senate the name 
of Carl J. Gilbert, a fellow New Englander, a fine man I am sure, 
but one who still to this day, in the opinion of this Senator, maintains 
a position of being diametrically opposed to doing anything whatso 
ever to look out for the jobs of American shoe, textile, or electronics 
workers and others who are earning their living in industries that are 
crippled by foreign imports. From that moment, I knew that under 
this administration as in all the others of recent years, we, in the 
Congress, who share this grave concern were going to be traveling 
down the same bumpy road we have been so many times in the past.

I never deluded myself that we would stop Mr. Gilbert's nomination 
but I was determined to put up a fight. Thirty-two Senators voted 
against his confirmation. It was a strong hint to the people in the ex 
ecutive branch that, our patience was running out.

Then, late last year when we were drafting the tax bill, I offered an 
amendment which was frowned upon by many but which passed the 
Senate by an overwhelming better than 2-to-l margin. Simply stated, 
my amendment authorized the President to impose quotas or other 
restrictions on the importation of goods from countries that imposed 
restrictions on American products, and to take them off whenever
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the other country removed theirs. It was stamped by our critics as 
"protectionist" but, Mr. Chairman, all that my colleagues and I were 
seeking and all that we want today is to make free trade a two-way 
street. As you know, the so-called Cotton amendment was dropped 
from the tax bill in the conference between the House and Senate, 
but I believe it had the desired effect of calling attention to the fact 
that the Congress was not going to be weak kneed on this subject of 
foreign imports.

In my section of the country, textiles are nearly lost—only 8,350 
jobs in New Hampshire. Shoes and electronics are in trouble—2,500 
shoe jobs have disappeared in my State in the last 3 years. The elec 
tronics industry is our biggest employer but it, too, is hard hit by cheap 
labor foreign imports which now take up to 98 percent of the portable 
and transistor radio market in this country. The Japanese have al 
ready cornered the black-and-white television market, and are making 
serious inroads into color television.

I have talked with many a shoe worker who, after 40 years on the 
job, finds himself out in the street. His job is gone. All through these 
years he has worked hard but not for big wages. He is a man Avho has 
been unable to stash away- enough money to meet this type of crisis. 
He faces a future of hopelessness. Now I have heard the argument 
over and over that when we shut off low-priced foreign goods we 
would hurt our consumers. Let me remind you that workers are con 
sumers, and without jobs or wages they can't buy much to consume. 
Furthermore, the minute foreign producers of a commodity put their 
American competitors out of business, their price goes up and the 
American consumer is really stung.

I, for one, believe it is high time Congress assert itself, lays down 
the law and makes it clear we intend to enact the legislation needed 
to save these jobs and industries. We should merely say we are done 
with the shilly-shallying and get on with it.

The CHAIRMAN. Are there any questions ? If not, thank you for tak 
ing the time to appear before the committee.

Our next witness is the Honorable Harold D. Donohue from the 
State of Massachusetts. We are glad to have you with us; please come 
forward and proceed with your testimony.

STATEMENT OF HON. HAROLD D. BONOHTJE, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MASSACHUSETTS

Mr. DONOHTJE. Mr. Chairman, first, I would like to thank this dis 
tinguished committee for affording me the opportunity to express my 
convictions concerning the mandatory oil import program. As you 
know, Mr. Chairman, it has been over a year since I cosponsored legis 
lation which provides for the phasing out of mandatory quotas over 
a 10-year period. I still believe that that is the wisest and most prudent 
method of solving this difficult problem.

Others who have appeared before you have documented the extra 
cost that this program imposes on the American consumer. During the 
11-year history of the quota system, direct costs to the consumer have 
risen until, at present, it is costing us a total of over $5 billion each 
year. Most of this money goes directly into the pockets of certain oil
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refiners, who are privileged to buy specified amounts of oil at tha 
world market price and then sell that oil in the United States at the 
artificially high domestic price. And the burden of paying that higher 
price falls heavily—disproportionately so—on oil consumers in Mas 
sachusetts and throughout New England, where some eight of 10 
homes are heated by oil. In Massachusetts, for example, it is estimated 
that the mandatory import quotas cost every family of four about 
$140 in increased oil bills in 1969.

And why is this injustice permitted to continue ?
According to law, the only permissible justification for the imposed 

quota system is that it protects our national security, that is, that it 
prevents us from relying too heavily on foreign sources of supply, 
which might be severed in a time of national emergency.

This committee is well aware, Mr. Chairman, of what the President's 
own Cabinet Task Force on Oil Import Control, reporting in February 
after a year-long study, thought of the quota system's effect on national 
security:

[The fixed quota limitations] bear no reasonable relation to current require 
ments for protection either of the national security or of essential oil consump 
tion.

In other words, Mr. Chairman, the only legally allowable justifi 
cation for the import quota system was found inappropriate by the 
President's task force.

When the task force report was released, those of us who had long 
ago come to the conclusion that the oil import quota system was with 
out justification were heartened, and looked forward to immediate, 
decisive action on the part of the administration. Unhappily, the 
President has not seen fit to implement his own task force's recom 
mendation to phase out the oil import quotas over 3 years and sub 
stitute a system of flexible tariffs. What he has done, even more un 
happily, is to impose a quota where none previously existed: on oil 
piped in from our good neighbor Canada. I do not feel, Mr. Chairman, 
that a national emergency would cut off our Canadian sources of oil 
in the most extreme set of foreseeable circumstances.

When a man buys insurance, he pays no more than necessary for 
the amount of protection he has judged advisable. If the United States 
must buy insurance against interruptions in our supply of oil by 
protecting the domestic oil industry, we should be insuring against 
emergencies that are reasonable to anticipate, and we should pay no 
more than necessary for that insurance.

I feel very strongly, Mr. Chairman, that the recommendations of 
the President's Cabinet task force were sound and forward looking. 
These recommendations are in complete conceit with the legislation 
submitted last year by my colleague, Mr. Conte, myself and others, 
and the identical legislation before this committee. I urge you to give 
favorable consideration to any or all of these measures.

Again, thank you for the opportunity to express my views on a 
subject so vital to consumers in Massachusetts, in New England and 
across the Nation.

The CHAIRMAN. Our thanks to you for presenting this statement 
to the committee. Are there any questions? If there are none, we will 
proceed to our next witness.
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Our next witness today is our colleague from the State of New 
York, the Honorable Howard W. Kobison. We appreciate your taking 
the time to come to the committee. Please come forward and identify 
yourself for the record.

STATEMENT OF HON. HOWARD W. ROBISON, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW YORK

INTRODUCTION

Mr. KOBISON. Mr. Chairman, thank you for the opportunity to out 
line my views on the question of Oil Import restrictions. As you may 
recall, I have previously expressed my support for regulations on the 
import of footwear and I now come oefore this committee to oppose 
restrictions on the import of oil and oil products. While a facial 
analysis might indicate these two stands to be inconsistent, I would 
suggest that there is an underlying philosophy—a socio-economic phi 
losophy—which unites the two approaches into a common and con 
sistent policy.

SUMMARY
I suggest that there is no economic rationale nor any national security interest 

which would justify the continuation of oil import control restrictions. Any pos 
sible benefits to the oil industry are more than outweighed by the resultant 
lower costs to the nation and the individual consumer that an easing of these 
controls would offer.

POLICY OF FREER TRADE

The issue before this committee—and indeed, the issue before this 
country—is not whether we should return to the notion of free trade 
or whether we should draw an ever-increasing protectionist cloak 
about us. I would suggest that this issue has already been resolved by 
the systematic reduction of import quotas, and tariffs that we have 
undertaken in recent years. Our movement away from greater trade 
restrictions toward fewer restrictions has been based upon a desire 
on the part of the United States to foster freer (not totally free) trade 
throughout the world. It is generally well-recognized in the major 
trading nations that the Adam Smith free trade philosophy is no 
longer geared to nations which must provide for the social needs of 
its citizens as well as the economic needs of its industry. There are 
time when national security or socioeconomic considerations outweigh 
strictly economic dictates and mandate that certain industries be 
given protection from imports, even though the domestic industry is 
less competitive than the foreign.

IS PROTECTION NECESSART

Rather, the issue before this committee is where the balance should 
be struck between our propensity toward freer trade and the necessity 
of protecting certain domestic industry. In order to resolve that issue 
properly, consideration must be given to whether the industry under 
consideration needs protection. To decide on the proper balance before 
deciding the needs for protection is putting the cart before the horse.
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SUBJECTIVE DETERMINATION

While a strictly economic 'analysis of trade policy is an objective 
determination, its more modern counterpart, the socioeconomic or bal- 
ancing-of-interests analysis, is one which gives rise to policies which 
are the product of subjective determinations. These subjective decisions 
can be, and indeed often are, the result of political decisions which may 
or may not be based on an accurate assessment of the need for trade 
restrictions. It is my view that our pass assessment of the needs for 
restrictions on oil imports has been erroneous and expensive—errone 
ous as to the benefits to the Nation and national security, and expensive 
to the consumer, in particular, and the Nation in general.

NATIONAL SECURITY

I shall not attempt to go into any long and detailed examination 
of the oil industry, because I believe that the Cabinet Task Force on Oil 
Import Control has done an in-depth analysis that does not need re 
peating ; and therefore, I shall touch just on the highlights. The major 
objection which must be met and overcome, in order to justify the re 
duction of oil import controls, is the fear that the reduction of these 
controls would endanger the national security. The main fear is that 
if we do away with import controls the U.S. producers will be unable, 
to compete and will be forced out of business, leaving us completely 
dependent on foreign supplies—supplies which might be cut off in 
time of war.

In response to that fear, I would refer to the statistics offered by 
experts in this area, that were the controls done away with completely* 
only 5 percent of the domestic oil related industries would be unable 
to compete. Since oil drilling and pumping is capital-intensive, I would 
suggest that the United States is economically and technologically able 
to compete with its most able competitors. Moreover, even were our 
domestic production reduced, this would serve as a means of conserving 
valuable fuel which might ultimately be depleted if we continue to 
produce 81 percent of our total consumption.

ECONOMIC CONSIDERATIONS

It seems that a word should be said about the economic impact on 
the consumers and the nation by allowing such protective devices to 
remain in effect that raise our cost per barrel of crude approximately 
$1.25 (or put another way, that make our domestic oil 60 percent 
more expensive than its foreign counterpart). The consumer is the one 
who bears much of the burden of these restrictions. First, the oil 
shortages which have been experienced in past years are directly re 
lated to our protectionist activities in the oil area, even though such 
activities are not—economically speaking—designed to cut supply be 
low the point at which price ceases to be a factor in determining con 
sumption; and second, not only is the consumer saddled with higher 
oil product prices—it is estimated that the average American family 
of four pay an extra $96 per year because of these controls—but he is 
also denied additional products which might be technologically feasible 
but which are blocked by high oil prices and shortages of supply.



2190

Our oil production industry has always enjoyed a protected eco 
nomic status within our economy, whether one looks to the oil deple 
tion allowance, oil tariffs, or the most recently imposed oil import 
quotas. We are told that such protection is necessary, but some of us 
have begun to doubt the soundness of a policy which confronts us 
with shortages of heating oil in the winter months, gasoline prices 
hovering around the 40 cents per gallon range, and limitations on the 
amounts of oil available for needed refining and petrochemical uses. 
In very conservative figures, the mandatory oil import control pro 
gram is costing consumers $5 billion yearly. Query whether the na 
tional security interests—whatever they may be—are so important as 
to outweigh the interests which favor a reduction of controls?

CONCLTISIOK
In the past, in the area of oil import restrictions, the subjective 

balancing-of-interests approach to economic policy has determined that 
national security interests outweigh other interests; I would suggest, 
when viewed in light of the vast costs to our society, that the time has 
come to restructure our views and reassign weights to the relevant 
criteria with an eye toward reducing restrictions on imported crude 
oil and oil products.

The CHAIRMAN-. Are there any questions ? If not, we thank you for 
your statement.

Congressman Seymour Ha] pern of New York will present the next 
statement to the committee. We are glad to have you with us; you 
may proceed with your testimony.

STATEMENT OF HON. SEYMOUR HALPERN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW YORK

Mr. HALPERN. H.R. 16779, 91st Congress, was introduced by Con 
gressman Conte on April 7, 1970, to provide the elimination of the 
mandatory oil import control program over a 10-year period. This 
bill updates H.E. 10799, H.E. 10800, and H.E. 10801 introduced on 
May 1, 1969.

The merits of this bill are twofold. First, it would provide a legal 
embodiment of a vitally important aspect of our national economic 
policy. Second, it would remove the issue of oil imports from the 
clouded and confused status it has gained through the mismanage 
ment of the program's provisions by the administration and the mis 
application of the provisions by the industry. The bill would achieve 
the stated goals by phasing out the import quota program through 
a gradual and nondisruptive reduction of quotas until their total 
elimination could be achieved in 10 years' time.

Briefly, the mandatory oil import control program rests on a single 
premise. It was intended to allow domestic oil industry to grow eco 
nomically healthy for the express purpose of maintaining a domesti 
cally produced oil output for national sufficiency in case of a national 
emergency. This was believed essential in terms of national secu 
rity. The experience of the past several years has revealed that perhaps 
the system might have worked with some success, although at a pro-
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hibitive cost in terms of the national welfare, had it not been for the 
dominance and the dual role played in the industry by a few major 
oil companies. The main difficulty lies in the national and the inter 
national role the American dominant oil companies play in the U.S. 
economy and the economic conflict resulting from their international 
operations. The latter are notoriously conducted a step or two above 
national laws not so much disregarding them but simply having fewer 
applicable laws to observe, or exacting special privileges from both 
the home and the host country. In general, the operations of such 
companies are so pervasive that they are beyond the effective reach 
of the national policies of any country in which they operate. These 
companies are, thus free, to some extent, in making decisions in the 
interest of corporate efficiency alone which rarely if ever coincides 
with the public good or the national welfare, including that of the 
home country.

The huge oil companies based in the United States not only found 
themselves facing a circuitous set of circumstances presenting conflicts 
of interests and dilemmas for action, but they compounded their own 
difficulties years ago by precipitating a domestic price war of petro 
leum products while observing a reasonable restraint of getting in 
each others way in their operations abroad. They soon discovered that 
a broad tacit agreement at home was far more financially beneficial 
to them, especially because of the security of markets and their appor 
tionment that the oil import program all but guaranteed them. What 
followed can best be described as an orgy of windfall profits increas 
ingly accruing only to a selected few companies who were able to 
introduce increasingly higher prices to oil products in the American 
consumer market at a time when world oil reserves were growing 
and world prices were declining. Concurrently the American oil re 
serves were declining and American oil capital was participating at 
an increasing rate in oil discoveries all over the world.

In 1967 it became quite evident but was concealed from public 
knowledge that the United States was in trouble as far as domestic 
oil reserves were concerned. This act of concealment was possible 
only because of the nature and implementation of the present oil 
quota system. To add insult to injury after the 6-day Middle East 
war in 1967, the American oil industry assumed the role of a hero 
beating its own drums to the effect that they have saved the Western 
World from a catastrophe when some of the oil shipments of Arab 
oil to America and Europe were disrupted. Nothing could be further 
from the truth in practical terms, seeing the short-lived disruption 
and the industry never having to confront a protracted crisis.

Naturally statements to the contrary abound among the oil com 
panies' representatives as they frequently appear from those friends 
the industry has in Government, who, at the bidding of oil interests, 
would jump through hoola hoops if it meant a reasonable substitute 
to a rational exposition of facts. For all practical purposes the near- 
total 'absence of emergency storage for needs of national emergencies 
the extra petroleum during that period by the American oil industry 
was just about equivalent to the contents of automobile gas tanks of 
oars sitting idle in American, Canadian, and European garages.

The unfortunate and painful truth is that in the case of a real ex-
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tended emergency, no contingency presently provided by the Amer 
ican oil industry based strictly on the ability of domestic oil producers 
will prove to be" adequate in terms of national sufficiency. To make this 
matter even worse, the natural and historical relation existing be 
tween the United States and Canada in terms of energy resources has 
been unnecessarily damaged by the myopic fixation of the U.S.-vested 
oil interests. According to these, the American energy market is their 
private God-given domain, which must be denied anyone else even at 
the expense of our national security. President Nixon's action in 
curbing Canadian oil imports to the Chicago area, which were in 
creasing in response to natural market forces, was an ill-conceived 
political move originated in Houston with economic repercussions 
throughout the Nation but especially adverse effects of a regional 
nature. It is also to be noted that those who instigated this short 
sighted move have been all along ill-equipped to properly supply the 
needed crude to sustain an economic operation of the very refineries 
in the Chicago area that were established under some governmental 
proding in its fight against air pollutants in the area. The ways of 
our Government can really be mysterious.

The bill under consideration, H.R. 16779, would not only reduce the 
incidence of such arbitrary and uneconomic intervention by the Gov 
ernment in the market on behalf of a select few while the present 
program is being phased out of its unproductive and uneconomical 
existence, but it would eliminate the possibility of unilateral action 
that could not be supported with a reasonable economic argument.

In a recent article in a leading trade periodical, the writer referred to 
the proposal of eliminating oil import quotas by the Presidential Task 
Force on Oil Imports as a "tariff scheme" equating it to "economic 
dynamite." It would seem that the writer was mistaking the issue of 
what the industry would lose as being equal to what the Nation will 
]ose. The times of the Charlie Wilsons are really passed: "What is good 
for General Motors is good for America" is somewhat more than just 
anachronistic. The sum total of the welfare of all sectors and all 
citizens and not only of a select few is the national welfare of this 
nation. To underscore how the oil industry is sensing that its long 
standing argument on "national sectirity" has become sheer nonsense, 
one of their spokesmen recently proclaimed that "* * * in essence the 
need for an oil [quota] import program is now grounded on issues 
other than our national defense posture." And, the spokesman con 
tinued, the oil industry proposes a greater participation of domestic 
oil explorers and producers in the benefits of imports quotas.

Mr. Chairman, if that be the case then the basis on which the original 
proclamation by President Eisenhower instituting the oil import quota 
program was made has indeed become invalid and the bill under con 
sideration would phase this program out over a period of 10 years. 
Spreading the process of economic adjustment over a decade to achieve 
a more rational oil policy in the interest of our whole Nation will 
minimize some local hardships.

Hopefully the new national oil policy will emerge within a more 
comprehensive framework of a national energy policy encompassing 
all sources of energy and not just oil. But whatever effort has silready 
been undertaken in that direction, observers have found that th^ major
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oil companies have either boycotted or sabotaged such efforts, while 
they continue to support the archaic, inequitable, and uneconomic ex 
ercise to the Nation which is the mandatory oil import control 
program.

I am gratified that President Nixon's trade message to Congress 
last November contained at least a veiled promise that his national 
economic policy will advance the national interest—which in his words 
"must respond to the whole of our interests, and not to be a device to 
favor the narrow interest." I am also gratified that the hearings of 
this committee will not only entirely subscribe to that principle, but 
with its findings will support legislation which is necessary and over 
due. Let us reintroduce reason in the formulation of our national eco 
nomic policy. Let us preserve the freedom of American consumers and 
business to operate in a freer market. Let us continue the legislative 
process among the publicly elected officials in their responsibility to all 
the citizens. Let us preserve for those who claim the right to sink holes 
in the ground their freedom to do so without forcing the whole Nation 
to overpay for that activity.

The CHAIEMAX. Are there questions ? If not, we thank you for being 
present today.

Our next witness is the Honorable Eobert N. Giaimo from the State 
of Connecticut. Please come forward, Mr. Giaimo, and we will be glad 
to hear your testimony.

STATEMENT OF HON. ROBERT N. GIAIMO, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CONNECTICUT

Mr. GIAIMO. Mr. Chairman, I wish to thank you and the other dis 
tinguished members of this committee for the opportunity to express 
my deep concern on a matter of importance to the entire Nation—the 
inequities and absurdities of the present mandatory oil import control 
program.

Stating the case succinctly, it is understood that the entire manda 
tory oil import program was based on the single premise that an ex 
cessive volume of more economical oil imports would discourage and 
limit the proper growth of the domestic oil producing industry, 
thereby making this country dependent upon outside sources for an 
indispensable commodity—oil—to a degree that would impair the 
national security. It would seem clear to me that we need to explore 
the meaning of excessive imports, proper growth, and dependency on 
outside sources in the above context.

I wish to submit for the record the statement of Dr. Wilson M. 
Laird, Director, Office of Oil and Gas, Department of Interior, in 
March of this year:

* * * the decline of domestic oil supply has been masked by the ready avail 
ability of imported oils * * * we are not self-sufficient in oil, and haven't been 
since 1967. Our unused capacity, so vital to us in the event of an emergency, is 
declining steadily and will very likely be gone within the next three years. At 
that point we shall be dependent upon foreign sources not only for ;i sizable 
part of our peacetime oil supply, but for all our supplementary supply in an 
emergency.

Mr. Chairman, please note that this conclusion has been reached by 
Dr. Laird on evidence supplied by the industry on terms of its own 
choosing.
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We have been witnessing the oil industry reaping windfall profits in 
a captured market. The time has come to give the American consumer 
a reasonable degree of relief. Despite the tax incentives aimed at an 
expanding domestic search for oil, our domestic reserves have been 
noticeably shrinking. We have been led to believe that the extra cost 
to the American consumer, indeed to the Nation, of countless billions 
of dollars was needed for purposes of national security only to find 
that such billions have substantially helped fuel the flames of our 
mounting inflation. Despite the monopolistic practices which in any 
other field of economic activity would be subject to our antitrust laws, 
the industry has been crying about low profits in an effort to rational 
ize with the public their annual price increases while at the same time 
their capital accumulation has been increasing enormously. Every 
projection available shows that of all energy components the largest 
proportional increase in the years to come will be in the consumption 
of oil.

The current oil import quota system also allows the oil industry 
to perform an additional private service but a large public disservice. 
The inordinate capital accumulation from the inflated domestic prices 
of all petroleum products, including the petrochemicals, enables the 
oil companies to search for oil abroad in those very places that they 
keep telling us are unsafe and undependable as a source of fuel for 
our country. By doing this, these self-proclaimed standard bearers of 
our national security have been causing a disservice to our national 
economy. Their oil produced so much more cheaply abroad, which is 
being denied to the American public and American manufacturers, is 
helping foreign industrial plants to use energy at substantial com 
parative savings which are then translated into more competitive 
goods produced abroad. These goods in turn compete with our higher 
cost goods due partly to the unequal domestic tax treatment and the 
American higher cost for energy in general. Mr. Chairman, if our 
Government has not fostered this situation, it certainly has condoned 
it. It is now time to stop this practice.

What are the results of the years of history which this nation has 
experienced with the mandatory oil import program ? Despite all the 
incentives, despite all the special privileges in taxes and fixed prices 
in the absence of competition, the real economic power of the larger 
companies has become so large that it is obscuring the legislative proc 
ess of the U.S. Government. The administration has failed and the 
Congress has failed. They have condoned a veil of protectionism for 
the oil industry while the United States lacked oil self-sufficiency since 
1967 and the overall situation in this respect has visibly deteriorated. 
Moreover, the present system fosters a continuation of a bad perform 
ance witnessed by the most recent reaction of the industry to a growing 
national discleasure for this distasteful situation.

One of the oil spokesmen recently said: "* * * in essence the need 
for an oil import program is now grounded on issues other than our 
national defense posture." Mr. Chairman, this has been all along the 
basic argument supporting the action of my colleagues and myself 
when we introduced H.R. 10799 to provide for the elimination, over a 
10-year period, of the mandatory oil import control program.

The CHAIRMAN. We thank you for your statement today. If there 
are no questions, we will proceed to our next witness.
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Our next witness is our colleague from Ehode Island, the Honorable 
Fernand J. St Germain. Please come forward and identify yourself 
for the record.

STATEMENT OF HON. FERNAND J. ST GERMAIN, A REPRESENTA 
TIVE IN CONGRESS FROM THE STATE OF RHODE ISLAND

Mr. ST GERMAIN. Mr. Chairman, the problem of oil imports has been 
a major concern of mine for some time. I am one of the cosponsors of 
Mr. Conte's bill, H.R. 10801. In short, I want to see the oil import 
quota system eliminated. To us in New England it would mean an 
end to exorbitant prices and an end to heating oil shortages.

The quota system is simply not worth the price which the Ameri 
can people are paying for it. The benefits fall to the big oil companies. 
The sacrifices fall on the shoulders of the consumers. Although H.R. 
10801 calls for a 10-year phaseout period, I am convinced that it could 
be accomplished in less than 5 years.

I am not impressed at all by the arguments claiming that the manda 
tory oil import program is necessary to protect the existence of the 
domestic oil industry or to insure national security. Eliminating the 
quota system may cut the profits of the oil industry, but it is not going 
to put that thriving industry out of business.

A majority of the President's Task Force on Oil Import Control 
found the present system "no longer acceptable." In the words of the 
task force report:

The present import control program is not adequately responsive to present 
and future security considerations. The fixed quota limitations that have been in 
effect for the past ten years, and the system of implementation that 'has grown 
up around them, bear no reasonable [relation to current requirements for protec 
tion either of the national economy or of essential oil consumption. The level of 
restriction 'is arbitrary and the treatment of secure foreign sources internally 
inconsistent. The present system has spawned a host of special arrangements 
•and exceptions for purposes essentially unrelated to ithe national security, has 
imposed high costs and inefficiencies on consumers and the economy, and has led 
to undue government intervention in the market and consequent competitive 
distortions.

The members of the task force holding this position included the 
Secretary of Defense, the Secretary of State, and the Director of the 
Office of Emergency Preparedness—the members most concerned with 
national security. I agree with their position.

It is sad that the administration has chosen not to listen to even 
the cautious recommendations of its own task force. Those of us who 
have been trying to correct the inequities of the present oil import 
policy were disappointed in the extreme by the administration's un- 
responsiveness to the task force report.

Some of the findings of the report show how costly the present pol 
icy really is. If the quota system were dropped now, consumers would 
save $5.14 billion in 1971 according to task force estimates. Further 
more, if there had never been a quota system, the oil transportation 
structure would be different from what exists today, and consumers 
would be saving $6.4 billion in 1971. Ports on the east coast would be 
able to unload supertankers, and oil would be sent through more pipe 
lines into the interior. This would bring down the average delivery cost 
of foreign crude oil by at least 25 cents a barrel. The true cost of the
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quota system to American consumers next year, then, will be $6.4 
billion.

If the quota system were eliminated the transportation structure 
would gradually change. By 1985 the American consumer would be 
saving $9.7 billion.

Coming from New England I am particularly concerned about the 
high costs and shortages of No. 2 fuel (home heating) oil. Only in 
New England do we consume more home heating oil than gasoline. 
Khode Island consumers for example used almost 8 million barrels of 
home heating oil in 1969. Yet home heating oil costs more in New Eng 
land than in any other major consuming region of the country. The 
New England consumer, especially, feels the effect of the oil import 
policy in his pocketbook.

Last year it cost the average American family of four an extra $96 
for gasoline and heating oil to preserve the quota system. But it cost 
the Rhode Island family of four $128, and the Massachusetts family 
$140, and the Maine family $164. When the New England consumei 
is told that the quota system is necessary because it protects the na 
tional security he wants to know why he should pay more for the na 
tional security than people from Iowa or Texas. Where is the justice 
in making people from one part of the country pay more than people 
in another part for a security that is supposed to protect all of us ?

Home heating oil now costs 17.7 cents a gallon in Providence, R.I. 
If we had no quota restrictions and the price of fuel oil dropped to 
what it costs in Montreal, Rhode Islanders could save well over $10 
million a year. If the quota system were being gradually phased out, a 
price drop of a penny a gallon—to what it now costs in Philadelphia 
and Minneapolis—would save Rhode Island consumers $3 1/4 million 
next year. If the price fell 2 cents a gallon to the present cost in 
Chicago and Des Moines, Rhode Island -would save $6i/£ million. No 
wonder that Rhode Islanders are angered by the flimsy justifications 
advanced for the present quota system.

To abolish the quota system would also solve the recurring prob 
lem of fuel oil shortages in the Northeast. In the last few winters 
we have had dealers running out of fuel supplies for as long as a week 
at a time. A fuel oil shortage is more than an inconvenience in New 
England. It could affect the health of millions of people. About SO 
percent of New Englanders use oil for fuel. We cannot take any chances 
of their running out of fuel to heat their homes.

Before the'shortages of recent winters the price of No. 2 fuel oil 
went down during the summer months. Since the shortages this has 
not happened; prices have stayed up. Here, again, the quota system 
keeps prices high.

_ Because of the shortage of fuel oil the normal marketing competi 
tion does not exist. In effect, the Federal Government's oil import 
policy destroys the rightful competition which should be in force in 
our economy. The homeowner, the independent businessman, and the 
small fuel oil dealer are the ones who lose out.

The enactment of legislation to abolish the mandatory oil import 
program would mean an end of shortages; it would restore competitive 
marketing conditions; and in one important item on the consumer's 
budget it would reverse inflation—we would have significantly lower 
prices.
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On the other hand, the acceptance of the present oil import policy, 
especially if the quotas were hardened into law, would be a terrible 
mistake. It would be disastrous for the Northeast. I was happy to see 
that both the majority and minority statements of the Cabinet Task 
Force on Oil Import Control agreed on the need to provide additional 
oil imports for the east coast.

No matter what action the committee takes to phase out the quota 
system, it is important to keep the way open so that an additional 
supply of No. 2 fuel oil can be allocated immediately to the independent 
deepwater terminal operators in the Northeast.

On May 13 I joined the other members of the New England dele 
gation in a letter to the President asking for an increased allocation of 
150,000 barrels a day. I hope that the President will act soon in re 
sponse to our request for relief. With the consent of the committee I 
request that a copy of that letter be included in the record of these 
hearings.

The letter explains in plain terms the need for immediate action. 
The projected sharp decline in heating oil production by U.S. refineries 
should be noted especially. So should the recent price increase for 
No. 2 fuel oil announced by the Humble Oil Co. That increase is 
going to cost New England homeowners an additional $45 million 
next year unless something is done.

The additional allocation of 150,000 barrels per day would solve the 
problem of shortage. It would also encourage competition between the 
independent operators and the major oil companies with the benefit 
going to the homeowner in lower prices. As the letter to the Presi 
dent states, it could save New England consumers $90 million next 
year.

(The letter referred to follows:)
MAY 13, 1970. 

THE PRESIDENT, 
The White House, 
Washington, D.O.

DEAR MB. PRESIDENT : We, the members of the New England delegation, are 
deeply disturbed at the failure to take action to relieve the New England heating 
Oil problem.

Let us state at the outset that, although our concern here is focused on the 
heating oil problem, which is most acutely felt in our region, it is our firm con 
viction that the entire oil import control program is unjustifiably burdensome to 
all consumers across the nation. For example, it is estimated that gasoline alone 
costs an additional three cents a gallon, or $3.5 billion annually, because of the 
effect of the quotas.

We presented our views in statements to your Cabinet Task Force on Oil Im 
port Control last summer and in a letter to you on October 1, 1969. Both the 
Report of the Cabinet Task Force and the Separate Report of the 'Secretary of 
the 'Interior and the Secretary of Commerce, submitted to you early in February, 
recommend a solution to the heating oil price and supply problem of the North 
eastern states; and both reports, particularly the majority report signed by, 
among others, the Secretary of Defense, Secretary of State and Director of the 
Office of Emergency Preparedness, state that significant increases in imports can 
be permitted at no risk to our national security.

The case for prompt action to relieve the Northeast heating oil crisis is even 
more compelling now, for three major reasons:

First, the experience of the past Winter. Once again there were severe supply 
dislocations, and a crisis was avoided only through emergency allocations. Supply 
problems and actual run-outs have occurred in every winter since 1967. Steps 
must be taken now to avoid a repetition next Winter.
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Second, new data on the output of domestic refineries. Last month, the House- 
Interior Subcommittee on Mines and Mining received data, based on oil industry" 
projections, demonstrating that a sharp decline in domestic heating oil produc 
tion by U.S. refineries is now taking place. Despite rising demand of this essential 
product, U.S. refineries will be producing less heating oil each year over the 
next decade, with the decline in 1980 reaching 300,000 to 350,000 barrels per day 
below 1968 levels. Unless increased imports are permitted the result of these pro 
jections is clear: continuing shortage and escalation of prices.

Third, the recently announced price increase for No. 2 fuel oil. In an un 
precedented action, the Humble Oil Company (Standard Oil of New Jersey) has; 
already published its price schedule for the coming Winter. That schedule, which 
will determine price levels all along the East Coast, calls for a 10 percent increase- 
in the wholesale price of No. 2 fuel oil, which will result in a retail price in 
crease of at least 1 cent per gallon. The inflationary impact of Humble's action will 
be severe—added costs of $4.5 million per year to New England iomeowners- 
alone and nearly $150 million per year to consumers in the Northeastern states.

Such price rises can only occur because of the protection provided by the Oil 
Import Program, and it is the responsibility of the administrators of the program 
to prevent such price escalation.

The time for study is long passed; the time for action is now. We see no reason: 
for further delay.

We therefore recommend immediate issuance of an amendment to Presidential 
Proclamation 3279, as amended, and proposed regulations thereunder to provide- 
the following:

Beginning July 1, 1970, allocation of 150,000 barrels per day of No. 2 fuel 
oil imports (not crude oil) into District I (the East Coast), for independent 
deepwater terminal operators, based on a percentage of terminal inputs.

Such a program would prevent a recurrence of the supply crisis, strengthen- 
competition, have a significant anti-inflationary impact and could, we believe, 
result in a price drop of 2 cents per gallon, with the following annual savings 
to consumers:

Million
New England________________________________-____— $90' 
New York___________________________________________ 901 
New Jersey, Pennsylvania___________________—_________— 105

Total Northeastern states__________—————————————— 285
We respectfully urge your prompt consideration of, and action on, our recom 

mendations. 
Thank you very much. 

Sincerely,
Silvio O. Conte, Edward P. Boland, Philip J. Philbin, Harold D. 

Donohue, F. Bradford Morse, Michael J. Harrington, Torbert M. 
Macdonald, Thomas P. O'Neill, Jr., John W. McCormaek, Mar 
garet M. Heckler, James A. Burke, Hastings Keith, Emilio Q. 
Daddario, Robert N. Giaimo, Lowell P. Weicker, Jr., John S. Mono- 
San, Thomas J. Meskill, Louis C. Wyman, James C. Cleveland, 
Fernand J. St Germain, Robert O. Tiernan, Peter N. Kyros, Wil 
liam D. Hathaway, and Robert T. Stafford.

The CHAIRMAN. Thank you for your statement. Are there any ques 
tions ? If not, we will proceed with the next witness.

The Honorable Patsy T. Mink of the State of Hawaii will present 
a statement to the committee. Please come forward; we are glad to 
have you with us.

STATEMENT OF HON. PATSY T. MINK, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF HAWAII

Mrs. MINK. Mr. Chairman and distinguished members of the com 
mittee, I appreciate this opportunity to present my views regarding 
the oil import control system.
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Your announcement of hearings indicated that the scope would in-
•clude all legislation before the committee dealing with foreign trade 
and tariffs. I am a cosponsor of H.E. 10800, which would provide for 
the elimination, over a 10-year period, of the mandatory oil import
•control program.

While Congressman Conte and others are presenting their views on 
the overall subject of the oil import quota system, I would like to
•direct my statement particularly to the effect of the system on the 
.State of Hawaii. I believe that Hawaii bears a uniquely discrimina 
tory burden as a result of this system, and therefore deserves special 
^consideration in your hearings on this important matter.

I believe that the national oil import control system should be 
.abolished, but if your committee does not decide to take this step as 
part of your foreign trade and tariff proposals growing out of these 
hearings, then I strongly request that the committee grant a special 
'exemption from the program to the State of Hawaii.

Hawaii is a noncontiguous State separated by 2,300 miles of inter 
national water from the nearest domestic source of oil production. 
It has no hydroelectric power or coal, and its only source of power 
is petroleum fuel.

Hawaii is discriminated against by the program for the following 
reasons:

1. The State must now pay prices for finished oil products which 
are based on the domestic price of crude oil due to Oil Import Ad 
ministration regulations which require an exchange of 1 barrel of 
foreign oil for 1 barrel of domestic oil even though our sole refinery 
consumes approximately 97 percent of foreign crude oil for its 
operations.

2. Hawaii also has no overland route and therefore does not have 
the ability enjoyed by other States to bring in overland Canadian 
and/or Mexican oil in addition to the quota.

3. Hawaii is also bound by the limitations of the Jones Act which 
limits its ability to import oil from States such as Alaska due to the 
high cost of shipping on U.S.-flag ships.

Consumers in our State lose an estimated $14 million per year 
that they would not have to pay if the oil import system could be 
eliminated. Even this estimate is very conservative; the total is 
probably closer to $30 million in direct costs. In addition, the high 
cost of basic fuel is multiplied by increased costs of electricity and 
other forms of impact on the State economy.

The recent study by the Cabinet Task Force on Oil Import Control 
found that the existing system costs our Nation about $5 billion a year 
now, and the cost should rise to more than $8 billion a year by 1980. 
"We find," the task force said, "that a phased-in liberalization of 
import controls would not so injure the domestic industry as to 
weaken the national economy to the extent of impairing our national 
security."

The task force recommended that the existing quota system be 
phased out over a period of 3 to 5 years, and that a system of variable 
tariffs be substituted for it. The initial tariff on Eastern Hemisphere 
crude oil would be $1.45 a barrel, and no more than 10 percent of U.S. 
domestic crude could be obtained from that politically—insecure area.
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Oil from more secure Western Hemisphere sources would be subject to 
preferential lower tariffs.

The immediate effect of the task force plan would be a reduction in 
the price of domestic crude from about $3.30 to $3 per barrel, with 
savings to consumers estimated at less than a penny per gallon of gas 
oline.

While the task force was correct in finding major flaws in the oil 
import control system, its prescription for curing these ills is half 
hearted and conservative.

The change would merely shift to the Government, in tariffs pay 
ments, part of the inordinate profits now being accrued by private oil 
companies. Consumers would still be grossly overcharged, with con 
tinued severe economic distortion resulting. A far better step would be 
to eliminate the system entirely which would reduce oil prices to about 
$2 per barrel and also reduce Government interference in the economy.

The existing system was imposed for national security reasons, the 
rationale being that to allow unrestricted oil imports would jeopardize 
the continuance of our domestic oil industry and exploration. To the 
contrary, however, the system serves as an incentive to the depletion 
of our irreplaceable reserves of oil. It would be better to find ways to 
conserve our own supplies in peacetime for use in case of war. In the 
meantime our consumers and economy would get the benefit of low- 
cost foreign oil, which in part is also less polluting.

There are diverse technical difficulties in capping our wells, but we 
have not tested the ability of the American industry to meet this chal 
lenge. Certainly there will be little effort to do this as long as the arti 
ficial high prices of domestic oil are maintained. Alternatives such as 
direct subsidy payments must be found which could more efficiently 
encourage exploration, and these should be coupled with technological 
advances designed to store rather than exploit our supplies. A system 
of rewarding exploratory efforts with import allocations is a comple 
mentary alternative.

Whatever new system is attempted, it is clear that a necessary first 
step is to phase out the existing oil import control system. The House 
Committee on Interior and Insular Affairs, of which I am a member,, 
recently concluded hearings on the system, and testimony of the De 
partment of Defense spokesman indicated that oil import controls are 
not necessary to national defense.

The spokesman, Mr. Barry J. Shillito, Assistant Secretary of De 
fense, Installations and Logistics, testified.

Despite the vital importance of oil to our military forces, the risks to security 
from interruptions of oil supply do not, in the main, concern any danger to the 
functioning of the Nation's Armed Forces. The military needs of the Nation 
in an emergency, even if all requirements had to be prociirred in the United 
States, are such a small fraction of total domestic consumption that oil <supply 
for the Armed Forces is very unlikely to be placed in jeopardy. For example, 
although our military demand increased almost 30 percent during the Vietnam 
build-up (1965-68), the percentage of military to total U.S. demand during the 
same period increased by only 0.8 percent, i.e., from 7.3 precent to 8.1 percent. 
* * * we firmly believe that oil import controls can be gradually relaxed to per 
mit increased oil imports with the limitations planned, without adversely af 
fecting national security.

Since the original justification of the oil import control system, 
decreed in 1959, was to protect national security, clearly it can no
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longer be justified on this basis. If its proponents seek its retention, 
they must compare its other benefits with alternative approaches.

If national security does not justify the system nationally, it is 
even less rational when applied to Hawaii, where all of the oil must 
be exposed to shipment over 2,300 miles of international waters wheth 
er from domestic or foreign sources. It is manifestly impossible 
to make Hawaii's fuel sources "secure" by the economic device of 
pretending that the oil was bought in the mainland United States. 
This pretense serves merely to enrich the oil companies which are 
presently extracting 42 cents per gallon for regular and 49 cents per 
gallon for premium gasoline from our consumers.

True national security is obtained in the large sense by a healthy, 
expanding economy in our States. The oil import control system 
helps to cripple Hawaii's economy by hampering the development of 
a strong manufacturing industry. To achieve a position of greater 
economic strength, we must overcome the adverse effects of the vast 
distances between material and market through reductions in basic 
costs.

The most critical item of cost affecting both manufacturing and 
our ambitions of East-West trade is the high cost of energy in Hawaii. 
It is vital and just that Hawaii be allowed access to material at the 
lowest possible cost to offset higher transportation costs, but the oil 
import control system works directly counter to this vital objective 
while offering our people no gain in national security.

Presidential Proclamation 3279, as amended, which established the 
mandatory program, clearly recognized the differences between geo 
graphic areas of the country with respect to oil production and inter- 
area flow of oil. The proclamation says of Puerto Rico:

Whereas I find and declare that the Commonwealth of Puerto Rico largely 
depends upon imported crude oil, unfinished oils and finished products and that 
any system for the adjustment of imports of such commodities should permit 
imports into Puerto Rico adequate for the purposes of local consumption * * *.

Through special consideration under the program, Puerto Rico has 
been able to expand its economy through the establishment of petro 
chemical plants and other improvements, while Hawaii must bear a 
reverse and discriminatory burden of treatment. We are forced to 
sit by and watch U.S. petrochemical plants locate elsewhere in foreign 
countries.

Because of the unfair impact of the oil import control system upon 
the State of Hawaii, I ask this committee to include in its recom 
mendations on imports a strong provision exempting Hawaii from 
the system. I also recommend inclusion of the provision of H.R. 
10800 or other legislation to eliminate the program on a national 
basis.

The CHAIRMAN. If there are no questions, we thank you for your 
testimony.

Is Mr. Conte in the room ?
Is Mr. Cleveland in the room ?
If not, our next witnesses are Mr. Wright, Mr. Dunlop, and Mr. 

Ikard.
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PANEL ON BEHALF OF THE AMERICAN PETROLEUM INSTITUTE: 
MYRON A. WEIGHT, CHAIRMAN OF THE BOARD, HUMBLE OIL & 
REFINING CO., ALSO IN BEHALF OF STANDARD OIL CO. OF NEW 
JERSEY; ROBERT G. DUNLOP, CHAIRMAN OF THE BOARD, SUN 
OIL CO., AND HON. FRANK N. IKARD, PRESIDENT, AMERI 
CAN PETROLEUM INSTITUTE

The CHAIRMAN. Frank, we are glad to have you before the commit 
tee. You served so many years. How many all together ?

Mr. IKARD. Ten years, Mr. Chairman.
The CHAIRMAN. We appreciate having you back with us.
Mr. IKARD. Mr. Chairman, for the record, I am President of the 

American Petroleum Institute. Here today with me is Mr. M. A. 
Wright, of Houston, Tex., the chairman of the 'board of the Humble 
Oil & Eefining Co., and Mr. Robert Dunlop, of Philadelphia, who is 
the chairman of the Sun Oil Co.

Mr. Chairman, we are well aware of the heavy schedule of this com 
mittee and the time pinch that everyone is in. We would suggest, if 
it meets with your approval, that we go through our statements 
consecutively.

We have tried to divide this subject in a way that, hopefully, we 
would be able to answer questions that might come up. If we could, 
we would appreciate it if the three of us could present our statements.

The CHAIRMAN. Without cobj ection, that will be done.
Mr. IKARD. Yes.
At the outset, let me emphasize that the American Petroleum Insti 

tute welcomes your review of the Nation's trade policies, especially as 
those policies relate to the mandatory oil import control program. 
That program has been in operation for 11 years. While it has been 
subject to frequent examination and reassessment, by both the legisla 
tive and executive branches, we believe that such close and continuous 
scrutiny is desirable in the national interest. Few other programs, so 
involving the vital interests of the United States, are so affected by the 
volatile forces of the world in which we live.

In 1959, when mandatory quotas were first imposed on foreign oil 
imports into this country, the indispensable role of oil and natural gas 
as energy fuels had become increasingly apparent, and the need for a 
healthy domestic industry to provide the assurance that the Nation's 
requirements for these fuels would always be met had become a matter 
of national security.

Thus, the concept of national security emerged as the sole basis for 
the imposition of the mandatory oil import control program.

Today, national security remains the cornerstone for oil import 
controls. During the last decade, the Nation has become even more 
dependent on the energy of oil and natural gas, and at the same time, 
I1 is become acute!v aware of how international tensions can undermine 
the security of U.S. petroleum energy supplies.

Yet, as the decade of the 1970's begins, the relevancy and adequacy 
of the national security objective of the oil import program are being 
questioned.

Thus, we hope and expect that this committee's efforts will contrib 
ute to strengthening and stabilizing national oil import policy for the
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challenges of the 1970's. 1 welcome this opportunity to appear before 
you to express the American Petroleum Institute's interest in the 
broad, basic, and central element of oil import policy—namely, the 
national 'security.

In 1958, when this committee reported the Trade Agreements Ex 
tension Act, under which the mandatory program was subsequently 
proclaimed, the committee firmly declared that:

The interest to be safeguarded is the security of ithe Nation, not the output 
or profitability of any plant or industry except as these may be essential to 
national security.

In 1968, 10 years after enactment of the authorizing legislation, the 
House Committee on Interior and Insular Affairs conducted an exten 
sive review of the operation of the mandatory program and made 
this report:

Three Presidents of this Nation, beginning with President Eisenihower and 
continuing with President Kennedy and President Johnson, together with in 
numerable special task forces, commissions, and study groups, as well as several 
congressional committees, have all been of one mind on the objective of the 
mandatory oil import program. Its one and only reason for being is to insure the 
national security of 'this Nation toy reducing this country's dependence on foreign 
imports and assuring a strong and vigorous domestic petroleum industry.

The point is made.
But, just what is national security ?
To some, national security is a synonym for military strength, and 

in fact, defense capability is a vital element of a nation's self-reliance 
and security.

But, there are two other critical aspects of national security which 
are equally important. One is the strength of a nation's industrial and 
civilian economy; the other is its independence in international pol 
icy—its freedom from foreign coercion.

I would like to emphasize that point.
These three elements of national security are interdependent—they 

cannot be separated. A powerful defense machine cannot be achieved 
without a strong economy; a stable and growing economy requires the 
protection afforded by military strength; and, a nation's political 
independence in its dealings with foreign governments is only as- 
strong as its military preparedness and economic power.

The United States has risen to world leadership on the basis of its 
national security—its military defense capability, economic strength, 
and freedom from foreign coercion. But it is highly doubtful that this 
position could have been attained without an additional security— 
security of energy supply. Assured domestic energy resources have been 
the foundation of U.S. national security.

This fact, therefore, is the prime consideration in assessing the 
degree to which this Nation should rely on potentially unstable foreign 
sources of oil—the fuel which is the prime supplier of U.S. energy 
needs. And, in light of the recommendations of the Cabinet Task Force 
on Oil Import Control that will, if adopted, lead to greater U.S. de 
pendence on foreign oil supplies, it is important and appropriate that 
questions concerning the relevancy and even the adequacy of the na 
tional security standard be considered anew.

For, at any given time, in any given circumstances, the determina 
tion of the national security is a function of perception, perspective,
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and information. There have been great changes in recent years in the 
American perception of national security. Today, our national inter 
ests are turning more and more to the priorities of peace, and our 
national perceptions are turning with them.

Thus, it is not difficult to understand why there might develop an 
inclination to regard national security as an obsolete and expendable 
basis for our national policy with regard to the control of oil imports. 
The concept of security—military security, economic strength, assured 
civilian needs, and international diplomacy—must, therefore, be eval 
uated in the perspective of the present and future, not only of the past.

Over the past 58 years, since petroleum became essential to the re 
quirements of our Armed Forces, the United States has experienced 
1 year of war for every 2 years of peace.

Over the past 25 years, since the end of World War H, we have 
experienced 1 year of war for every 1% years of peace.

Over the past 11 years, since the institution of the mandatory oil 
import control program, we have had 2 years of war for every 1 year 
of peace.

This is a sobering chronicle. While Americans yearn for peace, noth 
ing in the trends of the century supports or justifies the assumption 
that we can prudently be less concerned about providing for our na 
tional security in military terms. This has particular pertinence in 
regard to policies on petroleum.

Since World War II, the military's dependence on petroleum fuels 
has increased substantially as the mobility and mechanization of its 
striking forces grew. In fiscal 1969, the U.S. Armed Forces procured a 
total of 398 million barrels of oil.

Yet, there is an essential difference between the strategic character 
of petroleum and the machinery of defense, as pointed out by Richard 
T. Mathews, Special Assistant for Petroleum, Office of Assistant Sec 
retary, Department of Defense. Speaking at the June 1969 Rocky 
Mountain Petroleum Economics Institute, Mr. Mathews made the 
following observation:

The, part that oil plays in the defense posture of the United States is vitally 
important. It is a strategic material and one of the few items that is absolutely 
essential and foremost in the minds of military commanders. Along with weap 
ons and ammunition, the needs of petroleum get the most attention. Petroleum 
cannot be stockpiled like hardware—the quantities required are too great, nor 
can our military forces operate very long without back-up support from the 
petroleum industry. Military petrole.um capability is actually measured in terms 
of refining capacities, throughput our pipelines, capacities of our storage term 
inals, as well as the producibility and dPliverability of crude oil in the ground.

Therefore, the vital role of oil in any defense effort is crystal-clear. Informa 
tion available today indicates that, with few exceptions, military equipment 
•will continue to derive energy from liquid petroleum and its products for some 
time to come.

Some argue that nuclear weaponry will replace conventional arms 
duriner the next major international conflict, if there should be one, 
thus all but eliminating the military aspect of petroleum security. But 
thus far, the fear of the devastating power of nuclear weapons and the 
possibility of retaliation have fortunately prevented their use. Never 
theless, the United States has been engaged in 10 years of conventional, 
non-nuclear conflicts since atomic weapons first became a threat in 
1945.
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In light of continuing world tensions, therefore, the United States 
must remain militarily prepared for similar conflicts—and in order 
to do so, the nation must remain secure in terms of its domestic pe 
troleum supplies. The United States cannot risk the strength of its 
military defense on substantial amounts of potentially insecure for 
eign oil supplies. For, on any measure that we apply, the military 
requirements for petroleum have been and will continue to increase 
steadily year by year.

If war ended tomorrow, if our men and our might could be deployed 
solely for purposes of keeping peace, the relative military requirements 
for petroleum would continue to rise.

On this basis, I respectfully submit that this is no time for us to 
lessen the importance of national security as the governing standard of 
our oil import policies.

The Trade Agreements Extension Act of 1958 also established a 
second priority for invoking the national security clause. The language 
of that act specifies that:

"The President shall further recognize the close relation of the 
economic welfare of the nation to our national security."

This is not a subordinate priority. In many respects, it may even 
be primary. No definition of national security is responsible or real 
istic unless it acknowledges that in the 1970's the United States would 
cease to function as an organized society without adequate supplies 
of petroleum, 75 percent of which come from petroleum.

We are living with new realities. One of those realities which we must 
recognize and allow for in our planning and policy-making is the new 
dimension of American dependence on petroleum.

At the beginning of the 1950's, barely 60 percent of the total energy 
requirements of the United States were being met by petroleum. Now, 
that dependency has reached 75 percent.

Our industrial life, our family life, the life and being of our society 
rely upon petroleum to an extent without precedent in the past. 
Every industrial process in our economy requires petroleum in some 
form. Nine out of 10 households are heated by oil and gas. Eight out 
•of 10 members of the American labor force rely on private auto 
mobiles for daily transportation to their places of employment.

In the newly urbanized, metropolitan America of the 1970's, the 
very existence of our cities depends in the most critical way upon 
petroleum supplies.

This has created a new dimension for our concepts of national 
security. Without war, without nuclear attack, without any overtly 
hostile act directly against this Nation or our forces, the United 
States is peculiarly vulnerable today—as at no other time in the past— 
to any interruption in or interdiction of its petroleum supplies.

Were this Nation dependent to a greater degree on insecure foreign 
sources of petroleum energy, the risk of a supply interruption would 
be borne across the Nation. If such a risk became a reality, the con 
sequences to industry, and in fact, the entire economy would be vast. 
For the ramifications of a strong and stable domestic petroleum- 
producing industry extend throughout the economy—both civilian and 
industrial—and any weakening of the domestic industry would have 
an equally broad economic impact.
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The point is impressive and compelling. On any measure that we 
apply, the national security of the United States is intricately and 
inescapably intertwined with assuring adequate and uninterrupted 
petroleum supplies to satify the needs of the economy and the society. 
This is not the time to adopt a timetable for abandonment of national 
security as the governing standard of our oil import policies.

Domestic petroleum capability must remain strong to retain the 
freedom the United States now has from foreign diplomatic coercion. 
If this Nation did not have secure domestic petroleum supplies, the 
United States might soon find that its international diplomacy had to 
be attuned to its petroleum needs.

Fortunately, the United States is not in such a position—it has secure 
domestic petroleum supplies. And with world tensions as they are, 
the United States cannot afford to lessen its petroleum security, and 
thus, lessen its independence from coercion in international diplomacy.

Additionally, any thorough consideration of national security must 
include petroleum security in times of crisis. In light of the various 
forms that free world petroleum supply interruptions have taken 
in recent years, and the potential consequences they have posed to U.S. 
national security, it is imperative that the domestic petroleum indus 
try remain sufficiently strong to safeguard this Nation's needs for 
assured oil and gas supplies.

The most recent oil supply crisis occurred during 1967 when fight 
ing broke out between the Arab nations and Israel. Suddenly, the Mid 
dle East was the scene of open hostility for the second time in 10 years— 
and just as suddenly, nations throughout the world faced an inter 
ruption of their oil supply which normally flowed from the Arab 
States.

The Suez Canal was closed to traffic—and remains closed today— 
and crude oil shipments to the North American Continent and Euro 
pean Allies were embargoed by the Arab States.

Since the Un :fed States was only dependent on Arab State oil for 
approximately 3 percent of its crude oil requirements, the impact 
of the supply crisis was barely felt in this country. Western Europe, 
however, faced a serious shortage of oil—in some cases, as much as 80 
percent of national requirements.

It. therefore, became apparent that the United States would have to 
ster> in and expand its domestic crude oil production and exports to 
help make, up for the shortages. Both needs were met.

From June through December 1967, the U.S. gulf coast shipped 
nearly 25 million additional barrels of crude oil to the east coast of 
Canada and Europe.

Canada's share of this above normal gulf coast export trade totaled 
nearly 4 million barrels, while the European Allies received nearly 
21 million barrels of additional crude oil from this country during the 
last half of 1967.

What this added export capability meant to the Allies of the United 
States is apparent. England, for example, normally depended on oil 
from the Arab States for r^rly 70 percent c^ her ^equireme.'^s, wifh 
the TTr^ed States historically supplying less than 1 percent. Yet, dur 
ing the 1967 Middle East crisis, this Nation was able to supply England 
with 20 percent of her crude oil needs—a supply which helped England 
avoid a critical fuel shortage.
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The Cabinet task force majority report implies that if this Nation 
were significantly more dependent on Middle East oil in 1980—as it 
would be if the tariff proposal were adopted—and if a similar oil 
supply disruption occurred that year, additional Venezuelan and 
Canadian exports would be available to make up the U.S. supply 
deficit. But this is not what happened during the 1967 Middle East 
crisis.

At its peak rate of output during the crisis, Venezuelan crude oil 
production was only increased by some 400,000 barrels daily—as com 
pared to a one million barrel-per-day increase in U.S. production.

But, even more significant is the fact that Venezuelan crude exports 
to the United States during 1967 were actually 10 million barrels less 
than in the previous year. The reason for the drop in Venezuelan oil 
export trade to the United States was the fact that Venezuela had to 
redirect its shipments of oil during the crisis to make up for overseas 
shortages—particularly in Eiirope, but in Canada as well.

Eastern Canada has historically depended on the Middle East for 
approximately one-half of its crude oil supply. When this supply was 
abruptly halted during the 1967 crisis, Canada's crude oil production 
was only stepped-up by somewhat more than 100,000 barrels a day and 
its pipeline capacity proved inadequate to move vital oil supplies from 
its western-producing provinces to its shortage-ridden eastern coast. 
The United States and Venezuela, therefore, had to step in and help 
alleviate eastern Canada's potential oil supply crisis.

It is not, therefore, safe to conclude that Canada and Venezuela 
•could come to the rescue of the United States during 'a 1980 oil supply 
crisis. Venezuela had to cut its shipments of oil to the United States 
in 1967, and the United States had to increase its exports to Canada to 
help alleviate a serious oil shortage in that country.

As a further alternative in a supply interruption, the task force 
suggests that rationing could tide the country through a prolonged 
crisis. They assume that a 10 percent reduction in domestic consump 
tion could be achieved in this way.

Yet, a study by the Office of Emergency Preparedness concluded that 
a 10 percent reduction in total civilian petroleum requirements in a 
nonwar crisis would be a "severe" limitation. This 10 percent rationing 
would all fall on motor gasoline consumption and would imply a 
reduction of substantially more than 10 percent. Even more important, 
perhaps, is the fact that rationing in peacetime supply crises would be 
highly unpopular and difficult to justify to the public.

In the final analysis, to measure a nation's security, it is necessary to 
measure its vulnerability. By this test, the proposals of the Cabinet 
task force on oil import control could only—and would only—have the 
effect of increasing the vulnerability of the United States, and, cor 
respondingly, diminishing its security.

This is not rhetorical conjecture. The objective and intent of the 
phased retreat from controls on foreign oil imports is deliberately to 
increase the inflow into the United States of petroleum produced 
abroad. It is not necessary for me to add to the committee's already 
copious records from the past establishing the correlation between ris 
ing imports and lowering levels of domestic exploration.

The course proposed would have the inevitable consequence of in-
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creasing the dependence of the United States on petroleum produced 
abroad.

The distribution of the world's oil reserves is such that the only area 
which could possibly satisfy the demands of the American market is 
the Middle East. Outside the United States and Canada, close to 90 
percent of the free world's reserves are located in the Middle East and 
neighboring North Africa.

We know from the record the implications of resting our national 
security upon the pertoleum supplies of the Middle East.

Over the quarter century since World War II, this is what has 
happened in the Middle East, even without a general war:

(1) In 1948, at the start of the Arab-Israeli War, Iraq shut 'down a 
pipeline to the Mediterranean at considerable financial loss to itself 
and prohibited completion of other lines—lines which remain 
unfinished.

(2) In 1951, Iran seized the properties of the Anglo-Iranian Oil Co., 
and production was shut down for 3 years.

(3) In 1956-57, during the Arab-Israeli war, the Suez Canal was 
closed and the pipeline from Iraq to the Mediterranean was sabotaged.

(4) In 1961, Iraq seized a giant undeveloped oil field. This issue re 
mains unresolved, and "Russian intervention has been reported.

(5) In 1966, Syria shut down the Iraq Petroleum Co. pipelines 
which cross its territory.

(6) In 1967, at the start of the Arab-Israeli war, Arab producers 
temporarily halted production; the Trans-Arabian pipeline was shut 
down; shipments of oil to the United States, United Kingdom, and 
West Germany were embargoed; and the Suez Canal was closed, and 
remains closed.

(7) 1969, the Trans-Arabian pipeline was sabotaged by Arab guer 
rillas 011 several occasions.

(8) In 1970, at present, the Trans-Arabian pipeline is shut down 
because Syria has refused to permit repairs of an accidental break in 
the line.

(9) Between 1967 and 1970, Nigerian production was substantially 
reduced during most of its civil war.

The consequencies to the United States of adopting a policy of 
reliance upon petroleum from the Middle East are not conjecture. This 
record I have recited demonstrates that interruptions in supply are 
commonplace, that they are occurring with greater frequency, that 
their scope is increasing.

Without the introduction of any external influence into the area, 
dependence upon Middle East production would, because of the clearly 
volatile nature of the region, sharply increase the vulnerability of the 
United States to serious disruptions. Yet, we cannot ignore the growing 
evidence of a widening and aggressive influence in the Middle East 
from the Soviet Union. For example, arming, rearming, and training 
Syria and Egypt's armed forces; a naval task force in the Mediter 
ranean ; an agreement to assist the governments of Iraq and Alegria in 
petroleum development; and the building of a pipeline to tap Iranian 
gas reserves.

N"o one can predict—and I would not be presumptuous to_attempt to 
predict—when a solution will be found for the basic Middle East
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hostilities, or when peace will be attained in that area of the world. 
And until stability is reach, the free world will face the possibility that 
the flow of vital oil supplies from the Middle East may again be dis- 
ruped—at any time, and for any reasons. For the Arab nations have 
used their oil resources for political purposes in the past, and have 
threatened to do so again. On May 14, 1970, Mr. Tomeh, the Syrian 
representative to the United Nations, made the following statement 
to the U.N. Security Council:
... I would remind the Council of what the Ambassador from Saudi Arabia 

said to the Council two days ago. If the United States Government and those 
which have interests in our area cannot achieve any positive action to stop the 
international brigand, the robber-baron state, Israel, from continuing its criminal 
ity, then the Arab people—and let the United States representatives heed my 
advice—will be absolutely free to think about ways to guarantee that its own 
resources shall be exploited by the Arabs in the best possible manner.

Mr. Tomeh's words are indeed a warning—the United States cannot 
afford to become dependent on the Middle East for vital oil supplies. 
Too much is at stake—from the standpoint of U.S. national security, 
and the importance of assured supplies of oil and natural gas to the 
economy, and to each American consumer.

The objective of an assured domestic oil capability for national 
security was not overlooked by the Cabinet task force.

Even thos members who supported the task force recommendations 
have expressed serious reservations about the impact of the tariff pro 
posal on national security. For example:

The Secretary of State :
Basic changes in an oil import program of long-standing might provide serious 

adverse reactions which could have an important bearing on national security.
The Secretary of the Treasury:

• Our domestic industry will be expected and encouraged to continue to expand 
its output and to explore for and develop new sources of crude oil and sub 
stitutes ; the revised oil import control system should be so managed as to work 
toward this goal.

The Secretary of Defense:
... it is extremely important that the program be carefully administered and 

security considerations be paramount. Defense would consider (i) ... to be 
essential . . . that domestic exploration be maintained at approximately current 
rates and that no reduction in reserves be allowed.

The Secretaries of the Interior and Commerce :'
If not resricted, imports of lower-cost oil would enter in such volume as to 

destroy much of the existing crude oil producing industry of the U.S. in the next 
decade. This would render the Nation heavily dependent on foreign production 
and would pose a demonstrable threat to the national security unless such pro 
duction were certain to be available under any conditions.

Mr. Chairman, in conclusion, we are living with new realities.
Over the lifetime of both the oldest and the youngest Americans in 

this room, the position of the United States, as both a petroleum 
producer and petroleum consumer, has changed beyond measurement, 
almost beyond comprehension. No statistics, no projections, no com 
parisons can fully reflect either the extent or the consequencies of that 
change. When, in this context, we talk of national security, we are 
talking of. a new factor about which there is little tested and certain 
knowledge.

The past affords little relevant guidance.
If we consider all the elements of national security—military, eco-
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nomic, and diplomatic security—it is abundantly evident that they 
have added a wholly new scale and dimension to our requirements.

It is my hope, that during the decade of the 1970's, we shall all 
be able to lay aside the prejudices and preconceptions of the past, 
and begin to guide our public dialogue as well as our public policy 
by the new realities with which we live.

In this, there is only one acceptable standard to guide and govern 
us, and that is the national security. If that standard is served, neither 
producer nor consumer has just cause for complaint. If that standard 
is not honored, then all Americans—all free men everywhere—will 
suffer.

The new realities of a changing world do not permit the United 
States to abandon the standard of national security as the governing 
standard for our oil import control program.

Thank you, Mr. Chairman.
Our next witness is Mr. Wright.
The CHAIRMAN. You are recognized, sir.

STATEMENT OF MYRON A. WRIGHT, CHAIRMAN OF THE BOARD, 
HUMBLE OIL & REFINING CO.

Mr. WEIGHT. Thank you, Mr. Chairman.
The Government currently has before it for consideration the recent 

report of the Cabinet task force on the oil import controls.
I shall direct my remarks today to the conclusions and underlying 

analyses presented in that report, and explain why we believe that the 
report's conclusions should not become the basis for trade policy or 
national security decisions.

My comments will deal with the U.S. energy picture and petroleum 
supply and demand over the next 10 to 15 years.

As was indicated before, we submitted to the committee a couple 
of days ago a complete statement which has considerable detail. This 
morning, in the interest of time, I would like to make a more -brief 
presentation, with the understanding, of course, that the original 
submission will be in the record.

The CHAIRMAN. You have that permission.
Mr. WEIGHT. It is important to begin this discussion of the oil prob 

lem by summarizing the overall U.S. energy demand, and the part 
that oil plays in supplying this demand.

Our forecast shows that an average annual growth rate in energy 
demand of 4.2 percent over the next 10 years. This is consistent with 
past energy growth rates and is consistent with accepted projections 
of population growth, and a gross national product increase.

These figures on total energy demand are essentially unchanged 
from the forecast that we used as a basis for our 1969 submission to 
the oil imports task force.

While the long-range projections of total energy requirements have 
not changed, recent developments have altered our assessment of the 
role of specific fuels in meeting these requirements.

Attached to the statement that has been filed with the committee 
are a number of exhibits. I have with me this morning charts which 
are enlargements of several of these exhibits.
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With your indulgence, I would like to refer to them in presenting 
my testimony.

'I would like to introduce the young man handling these charts, 
Mr. Bill Slick, assistant manager of our corporate planning 
department.

Mr. WEIGHT. This is figure 2. This is our forecast of total energy 
demands. Horizontally we have a scale that runs from I960 to 1985 
which represents 10 years of history and 15 years of projection.

(The chart referred to follows:)
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Mr. WRIGTIT. On the vertical scale on the left-hand side we have 
quadrillion B.t.u.'s, which is a common unit for all energy.

On the right-hand side we have this translated into millions of 
barrels per day of oil equivalent.

The various layers which you see on this chart represent the his 
torical and forecast contributions of individual fuels to the total 
energy requirements.

Starting at the top of the chart we have nuclear energy, which is in 
yellow. Nuclear energy is just now beginning to make some significant 
contributions of the energy needs. By 1985, we forecast nuclear energy 
will be providing 11 percent of the total energy demand.

A key factor in meeting our energy demand is nuclear energy power 
plant capacity. The published AEC forecast indicates a rather smooth

4,6-127 O— 70—jrt. i
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buildup of this capacity to a figure of between 130,000 and 170,000 
megawatts of nuclear capacity by 1980.

However, here of late the fabrication, construction and licensing has 
been seriously delayed and is retarding this schedule. Plant construc 
tion is running 2 to 3 years behind schedule, and overall leadtime of 
6 to 7 years is now required for a new nuclear plant. Problems of radia 
tion and thermal pollution are currently of much concern.

The orders for nuclear plants have fallen off substantially in the 
past 2 years. In 1967, 31 plants were placed on order. In 1968, only 
17 were placed on order. Last year, there were only 5.

From the behavior in this industry we have concluded that some 
thing on the order of 100,000 megawatts of nuclear capacity is a 
more realistic figure to forecast for 1980 as compared with the 130,000 
to 170,000 megawatts now carried in the AEC forecast.

In the blue band you will see the hydroelectric portion of the energy 
scheme. This is going to grow some in the future but this growth is 
limited by the availability of economic dam sites.

Continuing down the chart, we show coal, which is in black. Coal 
has contributed a very important share to the Nation's energy in the 
past, and we forecast a resurgence in coal's growth beyond the year 
1975.

I must point out, however, that currently spare coal-producing 
capacity is very low. The aboveground inventories have been declining.

The coal forecast for the next 5 years shows only a slight growth 
and this is influenced heavily by air quality considerations and by the 
recent mine safety regulations.

As I recall, I think I heard a few days ago that of some 5,000 under 
ground mines in the United States, something like 15 percent have 
been shutdown in recent times, primarily because of the mine safety 
regulations.

But beyond 1975, the increased demand that will be placed on coal 
by the lagtime in nuclear power, by the limited natural gas supply, 
and by the national security considerations are going to be 
considerable.

We have to realize that the projected coal demand growth beyond 
1975 is contingent on the development of technology primarily for 
flue gas desulfurization which will permit the use of coal within the 
framework of air conservation regulations which are expected to 
prevail.

Petroleum in the form of gas and oil account for two-thirds to three- 
fourths of our energy requirements in the entire 25-year period which 
is shown here.

As you will see, natural gas is our second largest source of energy. 
While we expect this to be true throughout the forecast period, de 
clining reserves will not allow gas to meet its normal demand. The 
normal demand for gas will grow steadily over the next 15 years if 
adequate supplies were available. This potential demand is shown on 
our next chart, which is figure 3.

(The chart referred to follows:)
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Mr. WEIGHT. You will see on this chart that the production from 
the lower 48 States is expected to peak in 1973. Gas from Alaska is 
shown separately and includes North Slope volumes starting in 1976.

While the overland imports primarily from Canada are projected to 
more than triple, they are forecast to provide only 11 percent of sup 
ply by 1985.

As you can see, a simple projection of the demand line at current 
growth rates show a very serious gas supply gap of increasingly 
larger proportions.

This gap could even be larger when we consider the additional 
demand w7hich could be placed on gas if it were available because of 
the efforts to control air quality.

This supply shortage that you see is now generally recognized by 
the Federal Power Commission and the distributing companies. I 
think if we would endeavor to summarize the energy picture at this 
point, we have to recognize that delays in construction of nuclear 
capacity are placing a greater demand on fossil fuels for powerplants.

Next, growth in the use of coal is expected to be limited in the 
shorter term due to its high-sulfur content.

Third, natural gas cannot be expected to provide its previous share 
of growth due to limited supply.
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The forces affecting the demand for liquid petroleum fuels are 
detailed in my filed statement, but I would only like to point out one 
particular point which is very important in this whole consideration. 
This has to do with the demand for heavy fuel oil.

During the 10-year period prior to 1969, the rate of growth of heavy 
fuel oil consumption in the United States was only 1.9 percent per 
year. Last year, the increase was 10 percent. The total demand last 
year was 2 million barrels a day.

We are estimating that in 1970 this demand will be 2.2 million 
barrels a day, and that by 1980 the figure will be 4.2 million barrels 
a day.

From the studies we have made we now forecast U.S. petroleum 
demand, as illustrated on the next chart, to be 22.7 million barrels a 
day in 1980, and 26.8 million barrels a day in 1985.

(The chart referred to follows:)
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Mr. WEIGHT. This is about 12 percent higher than our forecast of 
a year ago. This is due in large part to the more stringent environ 
mental regulations and the supply problems for other energy sources.

The production shown is the result that we forecast under a contin 
uation of oil import controls and the current economic environment.

Imports, which is the top wedge on the graph, will be required to 
plav an increasingly important role in the supply balance of the future.

The bottom half of this chart illustrates domestic production as we 
see it developing.

In the green we show domestic production from present reserves. 
It is important to note that the large amount of future U.S. production 
must come from reserves yet to be found, which is indicated in yellow.

In 1980, 5.8 million barrels a day or 45 percent of the total U.S. 
production is forecast to come from oil reserves not yet found. This 
would increase to 55 percent in 1985.

To permit these forecast levels of domestic production, it will be 
necessary to find and develop an additional 48 billion barrels of oil over 
the next 15 years.

To put this number in perspective, this 48 billion barrels represents 
about 40 percent as much oil as has been discovered in the entire United 
States in the entire history of the oil industry.

Another aspect we might look at is that it is over one and one-half 
times the remaining known U.S. reserves in the lower 48 States.

However, I think it is of some consolation to realize also that it is 
also equal only to the amount of oil reserve additions which we have 
found in the past 15 years in the United States.

Saying it another way, we find if we find the same amount of oil in 
the next 15 years as we did in the past 15 years, this is the kind of 
production we would be looking at.

In the late seventies, synthetic fuels should become a part of the total 
fuel spectrum. In our work we are forecasting that this would reach 
200,000 barrels a day in 1980, and 1 million barrels a day by 1985. 
This will include synthetic oil and gas from coal and oil from oil shale.

The timing and the magnitude of synthetic fuel production is criti 
cally dependent upon two factors: The first is the development of 
economically viable technology, and the second is a national policy 
which will encourage the utilization of these resources.

Much has been said about the oil potential of Alaska's North Slope. 
I would like to show you a map of this area.

(The map referred to follows:)
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Mr. WEIGHT. I think we should point out that down at the lower 
left-hand corner we indicate the part which is blown up on the large 
chart.

I think it is important to recognize that the part that we see here in 
detail is only 11 percent of the total area of Alaska.

When we made our submission to the task force last year, we didn't 
reveal any numbers as to what we thought the proved reserves in 
Alaska might be. This was because we were faced with a September 
State lease sale and we thought this kind of information was very 
important to us. But since that time, the reserves of about 10 billion 
barrels have certainly been confirmed for the Prudhoe Bay field.

I think it is important to point out that North Slope discoveries over 
this next 10 to 15 years will probably be lower than the kind of num 
bers that you gentlemen have been hearing from various other sources.

This North Slope, as I said, represents only 11 percent of the total 
area of Alaska. We have excluded from current exploration the Naval 
Petroleum Reserve No. 4, which is reserved by the Navy, of course, and 
the Arctic National Wildlife Refuge, which is also not available for 
exploration.

So the exploration potential is limited only to about one-third of the 
North Slope Area.
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The prime available exploration acreage lies north of the foothills 
of the Brooks Range and currently we are working in the State lands, 
and also a little further south into the foothills.

I think it might be of some interest to you to get some perspective 
of size here. Most of the activity is in the State lands at the present 
time, and the east and west distance across that distance is 120 miles. 
The north and south distance is about 30 miles.

Mr. Chairman, to give you some perspective, that is essentially the 
east and west boundary of the south line of Arkansas, and northward 
as far north as Texarkana.

If you draw a line from Texarkana to Greenville, Miss., you would 
have enclosed between that and the south line of Arkansas just about 
this equivalent area. Or if you want to get on the Louisiana side, draw 
a line from Shreveport to Monroe and from there to the north line of 
Louisiana would be about the same equivalent area.

If you are looking in the northeast, this is equivalent to about one- 
third the area of Maryland, one-half the area of New Jersey, two- 
thirds of the area of Connecticut.

When we think of Alaska being such a tremendous area, it must be 
recognized that the exploration going on today is in quite a confined 
area.

Considerable drilling activity has taken place on the North Slope 
outside of the Prudhoe Bay field.

I think Bill might point out a number of critical wildcats which 
have been completed as dry holes which I think may be of interest 
to you.

There are about eight. In other words, there have been quite a num 
ber of dry holes drilled in this area. The probability of finding another 
Prudhoe Bay in the remaining undrilled areas decreases with each 
unsuccessful exploratory hole.

In view of this geography and the activity which has gone on, our 
estimates suggest that not more than an additional 10 billion barrels 
will be found on the North Slope by 1985, which would bring the total 
discovered reserves in this area to 20 billion barrels at that time.

You have heard figures like 40 billion, 50 billion, and even 100 billion 
as being the possible potential for this area, but these numbers are not 
held within any time frame of development. They all assume that the 
whole area is going to be available for exploration in a short time.

Let me point out that this considerable activity that you gentlemen 
see and that we are all witnessing on the North Slope is one example 
of the success of the current import controls.

If in the past foreign oil has been allowed to come freely into the 
United States, domestic crude oil prices would be at such a level that 
the incentives to explore in this remote area would not exist.

To fully assess the national security implications of the supply and 
demand forecast, I think it is necessary to examine the source of U.S. 
imports.
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(The chart referred to follows:)
FIGURE 8.—U.S. SUPPLY BALANCE, 1980—$3.30 CASE 

[In million barrels per day]
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(1985)

(26.8)
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Mr. WEIGHT. In this chart we show our estimate of the 1980 U.S. 
supply balance, assuming continuation of U.S. crude oil prices and 
the present tax laws.

It also includes the estimates made by the task force in its $3.30 case. 
This is the case assuming continuation of the present price of crude.

In the case of the task force, it does not reflect the impact of the 
1969 Tax Reform Act because they made their study prior to the 
passage of the act.

Shown in the column on the left, the task force estimated total 
domestic petroleum demand in 1980 at 19.3 million barrels a day. This 
includes the Puerto Rican demand, bonded fuels, military offshore 
procurement. They assumed a growth rate of 3 percent per year for 
the onshore demand.

As I indicated a little earlier, our current best estimate of petroleum 
demand in 1980 is 22.7 million barrels a day, and this forecast is 3.4 
million barrels a day higher than the estimates of the task force.

However, I must say that in all fairness if the task force were to 
restudy this problem today, we think that they would see a higher 
demand for petroleum.

Turning from the demand to the supply side, we conclude that the 
task force has been overly optimistic in its assessment of the Western 
Hemisphere sources of supply. Their assessment of the 1980 U.S. pro 
duction is approximately I million barrels a day higher than our 
forecast, which is 12.6 million barrels a day.

In our judgment, the North Slope potential is not as great as they 
assume, and the full import of the tax law has not been reflected. We 
also feel that the task force has over-estimated the potential of sup 
plies that are available from other Western Hemisphere sources.

Their estimate of 2.6 million barrels a day of Canadian and 2.7 
billion barrels a day of Latin American supplies exceeds our combined 
total of these two by 1% million barrels a day.

The Imperial Oil Co. and the Creole Petroleum Corp., who are
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major affiliates of Jersey, operating in Canada and Venezuela, have 
carefully reviewed the supply and demand forecasts for these areas.

Our principal differences with the task force estimates are related to 
the amount and timing of the discovery and development of new 
reserves in these countries.

In my detailed statement this is expanded upon at considerable 
length, but I thought you really needed to have the conclusions here.

In both the task force analysis and in our own analysis, Eastern 
Hemisphere imports are used to balance the U.S. demand after draw 
ing on the available Western Hemisphere supplies.

Based on our estimate of U.S. demand and Western Hemisphere sup 
plies, it indicates that the United States would have to rely on Eastern 
Hemisphere sources for 6.5 million barrels a day of supply in 1980, 
which represents 29 percent of total requirements.

The task force estimated, however, that only half a million barrels 
a dav of Eastern Hemisphere crude would be needed.

Viewed another way, the task force concluded that U.S. oil im 
ports from the Eastern Hemisphere would be virtually the same 10 
years from now as it is today.

Our estimates also show that by 1985, Eastern Hemisphere imports 
would increase to 10 million barrels a day.

The prospect of future reliance of this magnitude on Eastern Hem 
isphere oil must certainly raise questions concerning future U.S. petro 
leum polices.

I mentioned earlier that our forecast of domestic petroleum liquid 
production recognized the effect of the 1969 Tax Reform Act, whereas, 
the task force did not have this in their estimates.

It is our estimate that the effect of the new tax law will be to reduce 
the annual net cash flow to the producing segment of the petroleum 
industry at the current levels of operation by an estimated $700 
million, as shown in figure 9:

Figure 9—Effect of 1969 tax reform act—Annual reduction in cash flow to oil
producing industry

Millions
Percentage depletion————————————————_—_____________ $370
Minimum tax____—_____—_________________________ 160
Investment tax credit_________________________________ 170

Total tax bill________________________________ 700

Equivalent impact on after tax cash flow:
(a) Crude oil only bears full impact____________per barrel_ $0.35 
(6) Crude oil and natural gas prices bear impact_______do___ 1 0. 25 

1 2 cents per thousand cubic feet.

To offset this total effect in cash flow, crude oil prices would have 
to raise 25 to 35 cents a barrel depending upon whether or not natural 
gas prices would also be raised in order to offset the increased tax 
burden on gas production.

Saying this another way, the 1969 Tax Reform Act was equivalent 
to a 25- to 35-cent per barrel cut in the price of crude. Our assessment 
of the total effect of the new tax law on our forecast of future produc 
tion, which I discussed earlier, is indicated on our next graph, No. 10.
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(The chart referred to follows:)

FIGURE 10
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Mr. WRIGHT. We have a solid line and this is the production level, 
which we call our base case. This is our forecast which is identical 
to the forecast we showed on earlier charts.

The dash line, which is titled "Before Tax Bill", describes the 
probable production if the tax laws existing prior to the 1969 Tax 
Reform Act had continued.

We now estimate that expected exploration activity will lead to 
the discovery of 48 billion barrels of oil between 1970 and 1985.

This is a reduction of 19 percent or 11 billion barrels from our 
earlier estimates which were made on the assumption that the tax 
bill would not be affected.

As a result, our projection of crude oil production is down approxi 
mately 10 percent by 1980, 1.2 million barrels per day in 1980 and 
2.1 million barrels per day in 1985.

The task force findings have had the effect of injecting an addi 
tional level of uncertainty through their emphasis on crude price 
reductions.

The task force recommended replacing the current controls with 
a tariff system which is designed to reduce the domestic crude oil 
prices by at least 30 cents per barrel at the wellhead.
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The chairman of the task force concluded that crude oil prices 
could be reduced by 80 cents per barrel without endangering national 
security, and there was considerable emphasis in the analytical work 
of the task force report on the 80-cent reduction or $2.50 per barrel 
crude.

The two lower lines on this chart show our estimate of the effect 
on future U.S. production of reductions in U.S. prices by 30 cents 
and 80 cents a barrel.

In other words, you can see from this that we estimate the impact 
on future additions of reserves for 1970 and 1985 to be very severe. 
Under the 80-cent reduction case, we forecast that reserve additions 
would be only 23 billion barrels or less than half of what we have 
under the present situation.

The next table details the task force estimates of U.S. liquid petro 
leum demand, production, and imports in 1980, assuming a domestic 
crude oil price of $2.50 a barrel, and compares them to our estimates.

(The table referred to follows:)
FIGURE 11.—U.S. SUPPLY BALANCE, 1980—$2. 50 CASE 

[In million barrels per day]

Cabinet Current SONJ 
task force estimate
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Mr. WEIGHT. The $2.50 case was chosen in this instance because it 
is the basis for the task force analysis of U.S. oil security with an 
interruption of foreign supplies.

I think this is very important because it, is from this work here that 
the task force reached a conclusion that the price of crude could drop 
to $2.50 a barrel, without severely affecting national security.

For demand, the task force has used 19.7 million barrels a day. In 
contrast, we have forecast a U.S. requirement of 23.5 million barrels 
per day, which is consistent with the historical growth adjusted up 
ward slightly to account for increased demand because of lower 
prices.

Our estimates indicate that domestic petroleum liquid production 
in 1980 will be 9.8 million barrels a day, and this is 1.2 million barrels 
a day less than the task force estimate of 11 million barrels per day.

Turning to other Western Hemisphere export potential, we believe
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the task force has overestimated the capacity of both Canadian and 
Latin American supply sources:

Our analysis indicates that an 80-cent-per-barrel reduction in U.S. 
crude oil prices would precipitate a 50-cent-per-barrel reduction in 
the price of Canadian oil sold in the Midwest.

This and other considerations mentioned earlier under the $3.30 
case lead us to conclude that in 1980 U.S. imports from the Western 
Hemisphere would not exceed 3.5 million barrels a day, and this is 
approximately one-half of the task force estimate.

After deducting domestic production and Canadian and Latin 
American imports from the estimated demand, the remaining 
requirements would be filled by Eastern Hemisphere crude sources.

These, of course, are recognized by the task force as being relatively 
less secure than the Western Hemisphere supplies.

As shown on the chart, our current best estimate of petroleum 
supply and demand patterns would necessitate oil imports from the 
Eastern Hemisphere totaling 10.2-million barrels a day in 1980, or 
43 percent of demand.

This is 8.3 million barrels per day more than estimated by the 
task force.

By 1985, imports from the Eastern Hemisphere would rise to 16.1 
million barrels a day or 58 percent of total U.S. demand.

These estimates do not include the additional Eastern Hemisphere 
oil which would be needed in the $2.50 case to offset at least in part 
the lower natural gas production which would come about by the 
reduction in U.S. production.

Using supply and demand balances similar to the one I have just 
described, the task force looked at a number of hypothetical 
petroleum supply emergencies.

On the next chart, which is figure 12, compares our estimate of 
how U.S. demand would be met in an emergency with that of the 
estimate of the task force.

(The chart referred to follows:)

FIGURE 12.-U.S. SUPPLY BALANCE DURING 6-MONTH INTERRUPTION OF ARAB SUPPLIES, 1980-J2.50 CASE 
(TASK FORCE TABLE H COMPARISON FOR UNITED STATES)

[In million barrels per day)

Cabinet task Current SONJ 
force report estimate

Demand..... _ ________ __ _
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Canadian imports.. _ _
Latin America. _ __
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Less: Emergency supplies: 
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Inventories _ .. .. _
Emergency production increase ...

19.7

11.0
3.0
3.8
.5

-1.4

1.7
4.9
.5

23.5

9.8 —
1.5 ...
2.0 ...
.5 ...

—9.7

1.6 .._
1.5 ...
.3 ...

(1985)

(27.7)

(-15.6)

Total: (—) deficit, (+) surplus (including Puerto Rico).... +5.7 —6.3 (—12.2;
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Mr. WEIGHT. In this case, their assessment is on a 6-month interrup 
tion of Arab supply.

I might add that this is only one of several possible emergencies 
which were considered. I guess our own view is that this is probably 
one that might not happen but there are a number of others that are 
much more serious, which would be more likely to happen.

On the task force estimates, they estimate that if all Arab oil were 
denied for 6 months, U.S. production plus normal imports from 
Canada, Latin America, and non-Arab Eastern Hemisphere countries 
could supply 18.3 million barrels a day or 95 percent of U.S. demand.

This would indicate an immediate short-fall from normal production 
of 1.4 million barrels a day. The task force further concludes that 
sufficient excess capacity in the United States and its non-Arab for 
eign suppliers would be available to more than cover this deficit.

Considering all other emergency supplies available to the United 
States, the task force estimates that there would be a surplus of 
5.7 million barrels a day.

I must point out that over 80 percent of this amount, they say, would 
come from crude oil and product inventories in the United States.

It was these assumptions that led the task force to conclude that an 
80-cent-per-barrel reduction in domestic crude oil prices would not 
endanger national security by 1980.

Considering the same emergency in terms of our best estimate of 
U.S. supply-demand patterns, a totally different conclusion is reached. 
Normal domestic and non-Arab foreign supplies would cover only 59 
percent of total petroleum demand, leaving a defiict of 9.7 million 
barrels a day.

In addition to our divergent views on demand and normal supplies, 
there are major differences between our analyses and those of the task 
force on the estimated availability of emergency supplies.

We estimate that availability from excess capacity, from inventories 
and emergency production efforts increases to a total of 3.4 million 
barrels per day, or less than one-half of the 7.1 million barrels per 
day estimated by the task force.

The task force $2.50 case has been emphasized to you gentlemen 
because it provides a basis for all of their security conclusions. We 
believe the task force has combined conservative estimates of demand 
with optimistic and sometimes impractical assessments of normal and 
emergency supplies, and have brought this into a balance which has a 
very low probability of being achieved.

The task force postulates an import situation which is not much 
different from that today, in which only a small part of U.S. supply 
comes from the Eastern Hemisphere and, therefore, they conclude 
that loss of that supply would not seriously endanger national security.

In sharp contrast we see the possibility of a 6.3 million barrel per 
day supply deficit after the same interruption, and even after taking 
into account all available emergency measures, and this will be a 
shortage of 27 percent of requirements.

In the year 1985, such a deficit would be 12.2 million barrels per day, 
or 44 percent of demand. Unlike the task force, we see a potentially 
hazardous petroleum supply situation.

Mr. Chairman and gentlemen, I have tried to summarize for you 
the results of a very detailed study of a highly complex issue.
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The major points of our analysis of the Cabinet task force report 
and the outlook for security of the petroleum supply I think can be 
summarized simply as follows:

First, all parties who have analyzed the import problem concur that 
some form of oil import control is necessary to avoid undue reliance 
on insecure foreign supply sources.

Secondly, many of the task force estimates and the results which flow 
from them have a very low probability of occurrence.

Thirdly, the separate comments of the Secretaries of Defense, State, 
Treasury, Commerce, and Interior reflect their concern and reservation 
regarding the national security findings of the task force majority re 
port, and we share that concern.

The defects of the existing import control system lie not within the 
system, itself, so much, as in its administration. The majority report 
recognizes that the current program could be made more effective 
through simplification of administrative procedures and by limiting 
the program to its national security objectives.

There was ample evidence to suggest that even with the continua 
tion of the present economic environment that the IT.S. petroleum in 
dustry faces a great many challenges if it is to supply sufficient petro 
leum raw materials from domestic sources to satisfy the security 
criteria established by the Oil Import Task Force.

We believe the rieeds of the country with respect to the availnbilitv 
of petroleum products can be well-served by a continuation of the oil 
import quota system.

Administrative procedures are available to permit the Oil Policy 
Committee to improve on this present system, of course.

The task force proposals would, in our opinion, work to the detri 
ment of the Nation's security. We believe further that our analysis 
has shown that the real question confronting the Government is how 
to create an environment and policy framework which will assure 
that this country can minimize its dependence on insecure foreign 
sources for the bulk of the energy that is so essential to our economy.

Thank you.
(The prepared statement of Mr. Wright follows:)

STATEMENT OP M. A. WEIGHT, ON BEHALF OF HUMBLE OIL & REFINING COMPANY 
AND STANDARD OIL COMPANY (NEW JERSEY)

INTRODUCTION
The House Ways and Means Committee has before it a number of proposed 

amendments to the Trade Expansion Act of 1962. While it is recognized that 
the matter of oil import control is not dealt with explicitly in either the Ad 
ministration Bill H.R. 14870 or H.R. 16920, it is, nevertheless, important to con 
sider the oil import control program established under the national security 
provision of the Trade Expansion Act, as it relates to U.S. trade policy.

Section 232 of the Trade Expansion Act of 1962 authorizes the President, 
upon the advice of the Director of the Office of Emergency Preparedness, to 
". . . take such action, and for such time, as he deems necessary to adjust 
the imports of snch article and its derivatives so that such imports will not so 
threaten to impair the national security." (Section 232b) This section, together 
with earlier legislation, provides the legal basis for the current oil import 
program which was established in 1959.

A special Cabinet Task Force, chaired by the Secretary of Labor, Mr. Shultz, 
completed a detailed review of this program in February. The final report of the 
Task Force recommended that the present system of quotas be replaced by a
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system of preferential tariffs designed initially to reduce the domestic crude 
price about 30$ per barrel. It is our view that this proposal would seriously 
affect our ability to meet the nation's civilian and military requirements for 
petroleum in the event of a national emergency. Because of the importance of 
these potential problems, this statement is directed to the conclusions and the 
underlying analysis presented in the Task Force Report. It explains why we do 
not believe that the Report's conclusions should become the basis for trade 
policy or for national security decisions.

This statement deals with the U.S. energy picture and petroleum supply and 
demand over the next ten to fifteen years and will also examine the Task Force 
analysis of these topics. There are also serious economic and balance of pay 
ments implications, and these and other issues are covered in the other API 
statements.

At the outset, it should be emphasized that the Task Force study has made a 
major contribution to a clearer understanding of the intended objective in 
establishing oil import controls. The Task Force clearly recognized the security 
implications of oil imports, and it concluded that "The statute makes clear that 
the guiding criterion (for controlling oil imports) is national security; imports 
are to be adjusted to the extent necessary to prevent impairment of the national 
security." (par. Ill, p. 7) The Task Force correctly points out that national 
security encompasses more than military considerations. Maintaining the 
strength of our domestic economy and our relations with foreign countries are 
also important aspects of national security, (pars. 115 and 116, p. 8)

While there may be differences as to the degree or type of constraint en 
visioned, we are in agreement with the unanimous conclusion of the Task Force 
that some forms of control of oil imports is necessary to maintain security of 
petroleum supply (par. 423, p. 129). We believe that the most realistic approach 
involves some form of quantitative limitation.

To provide stricter adherence to the basic objective of national security, the 
President has established the Oil Policy Committee to give advice to the Director 
of the Office of Emergency Preparedness on the policy direction, coordination, and 
surveillance of the imports program. The day-to-day administrative function is 
to remain in the Oil Imports Administration. We commend this move. Hopefully, 
this change will stabilize the oil import program and prevent its use for pur 
poses unrelated to national security.

Efforts to promote economic development, expand U.S. exports and aid small 
business are commendable in their own right, but as the Task Force Report points 
out, ". . . it is questionable whether import quotas should be used for collateral 
purposes deemed socially desirable." (par. 307a, p. 73) We are, therefore, in 
agreement with the Task Force on a number of its recommendations for improv 
ing the effectiveness of the current oil import program.

The findings of the Task Force also demonstate the wisdom of initiating U.S. 
discussions with Canada to establish compatible policies on energy. We also con 
cur in the Task Force recommendation that recognition be given to the special 
national security role for the U.S. of Venezuela and other Latin American sources 
of supply.

PETROLEUM OUTLOOK WITH CONTROLS

As the President noted in his February 20 statement concerning the Task Force 
Report, "Reasonable men can and will differ about the information, premises and 
conclusions contained in the report." We are no exception. There are important 
areas where our views coincide with those of the Task Force. We find serious 
fault, however, with the Task Force analysis of U.S. security of oil supply under 
the various price assumptions postulated in their study. Their recommendations 
which are based on this analysis pose a far greater threat to that security than 
the Task Force concludes.

In program planning and policy formulation at federal, state, and local gov 
ernment, levels far reaching policy decisions should not be based on analyses 
which give extreme or improbable results. Determining maximum and minimum 
possible results is an integral part of planning, but to base government policy on 
estimates of the most optimistic results is hazardous at best. In the case of oil 
import controls we are dealing with an essential energy source which is funda 
mental to all other activity in the country. It is imperative, therefore, that the 
ultimate decision regarding oil policy minimize the risk of overoptimism regard 
ing the security of U.S. oil supplies.



2226

This paper contains a detailed examination of the reasonableness of the Task 
Force analysis, with particular emphasis on the ability of the U.S. petroleum in 
dustry to respond in an emergency, and assumptions regarding Western Hemi 
sphere supply capability. It demonstrates that the Task Force has based its 
analysis and conclusions on optimistic and at times extreme assumptions, and 
questions whether the Task Force analysis provides a reasonable basis for 
government policy determination.

ENERGY AND PETROLEUM DEMAND

It is important to begin this discussion of the oil imports problem by summariz 
ing the overall United States energy demand, and oil's role in supplying a share 
of that demand. Our forecast of energy demand shows an average annual growth 
rate of 4.2 percent over the next ten years. This growth in demand was carefully 
built up by examining in detail the major energy demand elements in each con 
suming sector of the economy. It is consistent with past energy growth rates 
and accepted projections of growth in population and Gross National Product. It 
is essentially unchanged from the forecast used as a basis for our 1969 submis 
sion to the Oil Imports Task Force.

While our long-range projection of total energy requirements has not changed, 
recent developments have altered our assessment of the role of specific fuels in 
meeting these requirements.

Figure 1 summarizes our forecast of total energy demand (on an input basis), 
and the relative share for each consuming sector. None of the consuming sectors 
exhibit a marked departure from historical trends. The "Conversion and Trans 
mission" sector accounts for energy expended in the generation and transmission 
of electricity. Since the demand for electrical power is expected to continue to 
grow at rates averaging nearly seven percent per year during the forecast period, 
the energy consumed in its generation and transmission will also grow at a faster 
rate than overall energy demand, reaching a substantial portion of the total 
with the passage of time.

Competition among the several fuels required to meet this demand is strongly 
affected by supply availability, economic, regulatory and technological factors. 
The top line on Figure 2 again represents our forecast of total energy demand. 
The various layers shown represent the historical and forecast contributions of 
the individual fuels to the total.

Starting at the top of the chart, nuclear energy is just now beginning to make 
significant contributions to energy needs. By 1985, nuclear energy is forecast to 
provide about eleven percent of total energy demand.

A key factor in meeting expected energy demand is nuclear power plant 
capacity. Published AEC forecasts indicate a rather smooth buildup to an esti 
mated 130-170 thousand megawatts of nuclear capacity by 1980. However, fabri 
cation, construction, and licensing delays have seriously retarded this schedule. 
An actual count of nuclear plants that have been built, contracted, ordered and 
tentatively announced indicates that 100 thousand megawatts of capacity by 
1980 is a more realistic figure. Plant construction is running 2 to 3 years behind 
schedule and an overall lead time of 6 to 7 years is now required for new nuclear 
plants. A crash program would be required to exceed 100 thousand megawatts 
by 1980. Our forecast of growth in capacity from 1980 to 1985 implies that the 
economics and operating reliability of the 1,000 megawatt class nuclear units now 
being built will be proven by the mid-1970's, and that the questions concerning 
radiation and thermal pollution will have been resolved. Our nuclear forecast 
beyond 1980 is possibly optimistic, however, in that it implies that an additional 
1,000 megawatts of capacity would come onstream every two weeks from 1980 
to 1985. This level of activity is difficult to visualize, but it underscores the huge 
amounts of electrical energy which will be required.

Continued growth in hydroelectric energy is expected. However, this growth 
is limited by the availability of economic sites.

Continuing down the chart, coal has contributed an important share of the 
nation's energy in the past. We forecast a resurgence in coal's growth beyond 
1975. Currently, however, spare coal producing capacity is low, and above-ground 
inventories have been declining. The coal forecast for the next five years shows 
only slight growth, and is influenced heavily by air quality considerations and 
recent mine safety regulations. Beyond 1975, increased demands for coal will 
occur in response to the time lags in nuclear power plant construction, limited
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natural gas supply, and the national security considerations attendant to 
oil imports. This projected growth in coal demand is, however, contingent on the 
development of technology, particularly for flue gas desulfurization, which 
will permit the use of coal within the framework of the air conservation reg 
ulations expected to prevail.

Petroleum in the form of gas and oil acounts for two-thirds to three-fourths 
of energy requirements in the entire 25-year period shown here. Each warrants 
detailed discussion.

Natural gas is our second largest source of energy. While we expect it to 
maintain this position during the forecast period, dwindling reserves portend 
a declining contribution from gas in meeting the overall growth in energy 
demand.

The demand for gas would grow steadily over the next 15 years if adequate 
supplies were available. This potential demand is shown on Figure 3. However, 
the forecast inability of natural gas'to continue to supply its share of energy 
demand growth is also illustrated. Production from the lower 48 states is 
expected to peak in 1973. Gas from Alaska is shown separately and includes 
North Slope volumes starting in 1976. While overland imports, primarily from 
Canada, are projected to more than triple, they are forecast to provide only 
11 percent of supply by 1985. A simple projection of the demand line at 
current growth rates reveals a serious gas supply gap of increasingly larger 
proportions. This gap could be even larger considering the likely increase in 
demand resulting from efforts to control air quality. This supply shortage is 
now generally recognized by the FPC and the distribution companies. The 
impact of this shortage on the supply of U.S. based energy and current 
efforts to clean up our environment will be significant.

As shown on Figure 4, our analysis of the growth in U.S. liquid petroleum 
demand indicates that over the next 15 years oil will continue to grow at its 
historic rate of about 4 percent per year. Transportation uses are also forecast 
to grow at historic rates. The use of oil for residential-commercial space heating 
may peak in the early 1980's, giving way to gas and electricity. However, the 
industrial demand for oil is expected to increase steadily in the absence of 
economic alternatives to meet air pollution control. Electric utilities are fore 
cast to continue their recent trend to fuel oil, where it is available or required, 
as a substitute for high sulfur coal initially, and later for gas as gas supplies 
tighten.

An insight into the changing role of oil in meeting future energy demand can 
be gained by examining the outlook for heavy fuel oil as shown on Figure 5. 
While heavy fuel oil demand is not expected to increase for transportation or 
residential-commercial heating requirements, it is expected to assume increasing 
importance as an energy source for electricity generation and industrial use.

For the ten years through 1968, the use of heavy fuel oil grew only 1.9 percent 
per year. In 1969, however demand jumped almost 10 percent to an all-time high 
of two million barrels per day. This surge was due in large measure to the 
needs of electric utilities which have had no viable alternative because of delays 
in nuclear construction, the shortage of gas, and the inability to meet clean air 
standards with coal. We expect this situation to persist until the mid-1970's, 
when solutions to nuclear construction problems and emergence of stack gas 
desulfurization technology may mitigate the growth of heavy fuel oil in utility 
use. However, industrial consumption is expected to continue to grow rapidly.

Tn the late 1970's synthetic fuels will become a part of the total fuel spectrum 
and will reach about three percent of U.S. energy by 1985. This will include 
synthetic oil and gas from coal and oil from shale. The timing and magnitude 
of synthetic fuel production is critically dependent on two factors—the develop 
ment of economically viable technology and a national policy which would en 
courage the utilization of these resources.

In summarizing the energy supply picture, delay in construction of nuclear 
electric capacity has resulted in an increasingly larger cumulative demand being 
placed on fossil fuels for power plant fuel. Growth in the use of coal is expected 
to be limited in the shorter term due to its high sulfur content. Natural gas 
cannot be expected to provide its previous share of growth due to supply 
limitations. The combined effect of air quality considerations, pending shortages 
of clean fuel alternatives, and slowdowns in nuclear facility construction have 
placed a sudden and severe supply burden on petroleum that Is expected to 
continue over a period of years.

46-127 O—70—,pt. 8———€



2228

As a result of these factors, we forecast total U.S. petroleum demand, including 
Puerto Rican demand, bonded fuels and U.S. military offshore procurement, to 
be 22.7 million barrels per day in 1980 and 26.8 million barrels per day in 1985. 
This is about 12 percent higher (2.7 million barrels per day in 1980 and 3.4 
million barrels per day in 1985) than our forecast of a year ago, due in large 
part to more stringent environmental regulations and the supply problems for 
other energy sources.

The petroleum policies of this nation will be a major factor in determining 
our ability to meet these requirements from secure sources. Our analysis con 
siders the U.S. supply and demand balance for two cases; first the situation 
with a continuation of existing import controls and tax laws, and second, the 
situation if import controls are changed along the lines suggested by the Task 
Force.
Reserve Additions and Production

Figure 6 shows our current estimate of U.S. liquid petroleum demand and 
the principal sources of supply. These are the results we forecast, assuming 
continued oil import controls and the current economic environment. As will be 
developed more fully later, imports will be required to play an increasingly 
important role in the supply balance.

Also important is the large amount of future U.S. production which must come 
from reserves yet to be found. In 1980, 5.8 million barrels per day or 45 percent 
of total U.S. production is forecast to come from oil reserves not yet found. This 
is expected to increase to 55 percent in 1985.

To permit these forecast levels of production, it will be necessary to find and 
develop an additional 48 billion barrels of oil over the next 15 years. To put this 
number in perspective, it represents about 40 percent as much oil as has been 
discovered in the U.S. in the entire history of the oil industry or over one and 
one-half times the remaining known U.S. reserves in the lower 48 states.

If all exploration activities were suddenly terminated, and the forecast 48 
billion barrels were not found, U.S. production would decline generally as shown 
along the bottom line of this chart.

The line reflecting the total of production from known and future reserves 
includes our forecast of production from the North Slope of Alaska and is ad 
justed for the effects of the Tax Reform Act of 1969, which will be discussed 
in more detail.
Alaskan Potential

Much has been said publicly about the oil potential of Alaska's North Slope, 
and it would be helpful to discuss this area is some detail. Humble included 
expected North Slope reserves in the ''Production from Future Reserves" cate 
gory in data submitted to the Oil Import Task Force last year. At that time, 
the September 1969 lease sale on the North Slope precluded being very specific. 
Since then, reserves of about 10 billion barrels have been confirmed on the 
North Slope in the Prudhoe Bay discovery. Production from .these reserves is 
included in the "Booked and Known Reserve" portion of the chart.

The Task Force Report placed considerable reliance on the North Slope of 
Alaska for future reserve additions and production. At one point in the Report, 
it is stated that "recoverable reserves of 40 billion barrels on the North Slope 
of Alaska would not surprise us," (par. 228e, p. 40) although in fairness it should 
be pointed out that the Task Force figures for North Slope are based on a some 
what lower estimate. Our assessment of North Slope potential suggests that 
production rates in 1980 would be approximately 2 million barrels per day, 
assuming that the present economic environment would continue. This would be 
1.7 million barrels per day less than the amount assumed by the Task Force.

It is important to point out why North Slope discoveries over the initial 10 
to 15 years of exploration will probably be lower than some of the high fore 
casts that have been made, even with current import controls. The map in 
Figure 7 illustrates the geography of Alaska. The North Slope represents only 
about 11 percent of the total area. Excluding Naval Petroleum Reserve No. 4 
and the Arctic National Wildlife Refuge, the exploration potential is limited 
to only about one-third of the North Slope area. The prime exploration acreage 
lies in a band north of the Brooks Range that is only 30 miles wide (N-S) 

.and 120 miles long (E-W). Until NPR 4 and the Wildlife Refuge are made 
available for exploration, future North Slope reserve additions must come from 
this area and possibly the adjacent offshore area out to the neighboring islands.
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Considerable drilling has already taken place on the North Slope outside the 
Prudhoe Bay field. Some indication of this activity is indicated on the map. 
The probability of finding another Prudhoe Bay in the remaining undrilled areas 
decreases with each unsuccessful exploratory well drilled. Our estimates sug 
gest, therefore, that not more than an additional 10 billion barrels will be found 
on the North Slope by 1985, bringing total discovered reserves for this area to 
20 billion barrels.

The considerable activity we are witnessing on the North Slope is one example 
of the success of current import controls. If in the past foreign oil had been 
allowed to come into the United States uncontrolled, domestic crude oil prices 
would not have been sufficient to provide the incentives to explore in this remote 
area.

U.S. SUPPLY/DEMAND BALANCE: CUEEENT PRICES

To fully assess the national security implications of the supply/demand fore 
casts, it is necessary to examine in more detail the sources of U.S. imports. 
Figure 8 shows our estimate of the U.S. supply/demand balance for 1980, as 
suming continuation of present U.S. crude oil prices and existing tax laws. It 
also includes the estimates made by the Task Force in its $3.30, or current price, 
case which we understand did not reflect the impact of the 1969 Tax Reform 
Act.

As shown in the column on the left, the Task Force estimated total U.S. 
petroleum demand at 19.3 million barrels per day, including Puerto Rican de 
mand, bonded fuels and military offshore procurement. They assumed a growth 
rate of 3.0 percent per year for onshore demand.

Our current best estimate of total U.S. petroleum demand in 1980 is 22.7 
million barrels per day or about 12 percent higher than our forecast made a 
year ago. This revised forecast is supported by the underlying analyses of 
future interfuel competition and total U.S. energy requirements discussed 
earlier; the results of these analyses are consistent with the historic growth 
rate of petroleum liquids of 4.2 percent per year which has persisted over the 
past twenty years. This forecast is 3.4 million barrels per day higher than the 
estimates of the Task Force. We are confident, however, that were the Task 
Force to restudy the situation today, they too would see a higher future demand 
for petroleum liquids.

Turning from demand estimates to the supply side, we conclude that the Task 
Force has been overly optimistic in its assessments of the Western Hemisphere 
sources of supply. Their assessment of 1980 U.S. production is approximately 
one million barrels per day higher than our forecast of 12.6 million barrels per 
day. In our judgment the North Slope potential is not as great as they assumed 
and the full impact of the new tax law has not been reflected in their forecast.

We also feel that the Task Force has overestimated potential supplies available 
from other Western Hemisphere sources. Their estimate of Canadian and Latin 
American supplies exceeds ours by about 1% million barrels per day. Imperial 
Oil Company and Creole Petroleum Corporation, major affiliates of Standard 
Oil Company (New Jersey) operating in Canada and Venezuela, respectively, 
have carefully reviewed the supply and demand outlooks for these two important 
areas. We have also sought the advice of our other affiliates in Latin America. 
The comments which follow are based on these assessments.
Canadian imports: $3.30 case

Looking first at Canada, significantly higher imports into the U.S. than we 
have forecast would require an unusually high degree of success in Canadian 
frontier exploration. The 1.6 million barrels per day of imports from Canada 
shown in the table requires the discovery and development of about 7 billion 
barrels of reserves in the Canadian frontier areas by 1980, plus a reasonable 
continuation of discoveries in established areas. Transportation facilities to 
move the oil to market would also have to be developed. Canadian frontiers are 
regarded as highly prospective areas, but no actual reserves have been booked 
there to date. Furthermore, the total discoveries in Canada in the past two 
decades amount to only 13 billion barrels. An export potential of up to one million 
barrels a day higher than shown might be available by 1980. However, we believe 
it would be imprudent at this time to formulate the policy on the basis of highly 
successful finding rate this production level implies, particularly in view of the 
fact that the additional oil to be available for export by 1980 would need to be
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discovered and developed early enough In the decade to permit resolution of 
the major logistics problems involved.

The Task Force has estimated that Canada will have a producing potential 
in excess of 6 million barrels per day by 1980 and will be exporting 2.6 million 
barrels per day to the United States. Of this 6 million barrels per day, one million 
barrels per day represents estimated production from tar sands which will be 
discussed below. We estimate that for Canada to achieve a 5 million barrel per 
clay capacity from conventional sources, it would be necessary to find and develop 
for market about 25 billion barrels of oil reserves between now and 1980, or 
more than twice the amount of all oil found in all of 'Canada over the past twenty 
years. In our opinion, this would appear virtually impossible in this time period.

With respect to tar sands, the Task Force report refers to "300 billion barrels 
of economically recoverable reserves." While the abundance of tar sand reserves 
is not questioned, we believe that, in view of disappointing economic results from 
the only plant now in operation, 1980 production from tar sands would not exceed 
200 thousand barrels per day compared to the 1 million barrels per day Task 
Force estimate.

It is appropriate to point out also that the indicated volume of Canadian 
exports assumes public policies involving Canadian utilization of local produc 
tion to cover 75 percent of Canadian demand. The attainment of the overall 
Canadian capability further assumes the resolution of U.S. import policies in 
such a fashion that explorers for Canadian petroleum reserves will be confident 
that a ready U.S. market is available under the conditions described.
Latin American imports: $3.30 case

We expect that U.S. imports from Latin America will be about 2.0 million 
barrels per day in 1980. The estimate used by the Task Force is 2.7 million barrels 
per day. In our view, the lower estimate reflects a more realistic assessment of 
future Latin American production capabilities and local demands.

The Task Force estimate of U.S. imports from Latin America is based on an 
assumed Latin American production rate of 8.2 million barrels per day. Most of 
this production, specifically, 5.4 million barrels per day, is assumed to come from 
Venezuela. But our current estimates show that Venezuelan production in 1980 
will not significantly exceed the current level of about 3.6 million barrels per 
day. Anticipated production from new service contract areas, particularly in the 
Gulf of Venezuela, will probably be sufficient only to offset expected declines in 
production from existing concessions and will depend on the timely development 
of service contract areas. Even accepting the Task Force's assessment of future 
production possibilities in the rest of Latin America, their estimate of total Latin 
American production in 1980 is probably 20 to 25 percent too high.
Eastern Hemisphere Imports: $3.30 Case

In both the Task Force's analysis and our own, Eastern Hemisphere imports 
are used to balance U.S. demand after drawing on available Western Hemisphere 
supplies. Based on our estimate of U.S. demand and Western Hemisphere supply, 
it is indicated that the U.S. would rely on Eastern Hemisphere sources for 6.5 
million barrels per day of supply in 1980, or 29 percent of total requirements. The 
Task Force estimated, however, that only 500 thousand barrels per day of East 
ern Hemisphere crude would be needed. Viewer! another way, the Task Force 
conchides that U.S. oil imports from the Eastern Hemisphere would be virtually 
the same 10 years from now as they were in 1969. Our estimates further indicate 
that by 1985, Eastern Hemisphere imports would increase to 10.0 million bar 
rels per day. The prospect of such a supply/demand balance must in our view 
raise serious questions concerning future U.S. petroleum policies, even with no 
reduction in crude prices or additional taxes.

EFFECT OF TAX REFORM ACT

The forecast of domestic petroleum liquids production shown in Figure 0 
recognizes the effect of the 1969 Tax Reform Act. More specific comment about 
the effect of the Tax Bill are appropriate at this point.

Summarized in Figure 9 are the effective reductions in net cash flow to the 
producing industry resulting from higher federal taxes under the new law. As 
shown in this table, which is our estimate of the 1969 level of operations, the de 
pletion allowance (including production payment effects) accounts for about 
$370 million per year or little over one-half of the total effect of $700 million. To
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offset this total effect on cash flow, crude oil prices would have to rise by about 
35<# per barrel. If the effect is spread proportionately over oil and gas, prices of 
each would have to rise to offset the increased tax burden—250 for oil and 2<t 
for gas. The effect of the new tax law alone is about equivalent to the 30«f per 
barrel crude oil price reduction recommended by the Task Force.

The economic attractiveness of petroleum exploration has been reduced by the 
1969 Tax Law. Additionally, the capital available for exploration has been re 
duced. The net effect will be a reduction in oil and gas reserve aditions and subse 
quently in domestic oil and gas production.

U.S. PETROLEUM PRODUCTION UNDER DIFFERENT ECONOMIC ENVIRONMENTS

Our assessment of the total effect of the new tax law on our own forecast of 
future petroleum liquids production, which was discussed earlier, is indicated in 
Figure 10. Production levels represented by the solid line titled "Base Case" are 
identical to the forecast included in Figure 6.

The top line (dashed line), titled "Before Tax Bill," describes the probable 
nroduction if the tax laws existing prior to the 1969 Tax Reform Act had con 
tinued. We now estimate that expected exploration activity will lead to discov 
eries of 48 billion barrels between 1970 and 1985, a reduction of 19 percent or 11 
billion barrels from our earlier estimates. As a result, our projection of crude 
oil production is down by approximately 10 percent or 1.2 million barrels per 
day in 1980 and by 2.1 million barrels per day in 1985.

The Task Force findings have had the effect of injecting an additional level 
of uncertainty through their emphasis on crude price reduction. The Task Force 
recommended replacing present oil import controls with a tariff system designed 
to reduce domestic crude oil prices at least 30tf per barrel at the wellhead. The 
Chairman of the Task Force concluded that crude oil prices could be reduced by 
800 per barrel without endangering national security. Also, there was considerable 
emphasis in the analytical work of the Task Force Report on the $2.50, or 80tf 
price reduction case.

There is a substantial time lag between the decision to undertake exploration 
activity and the realization of production from the reserves found. The possi 
bility of lower prices would weigh heavily on investment decisions, which are 
based on expectations of the future economic environment. The adverse psycho 
logical effect on exploration and development outlays resulting from the threat of 
further price reductions might have the same effect as actually reducing the price. 
The two lower lines on Figure 10 show our estimate of the effect on future U.S. 
production of reductions in U.S. prices of 30<# and 800 per barrel. We estimate 
the impact on future additions to reserves from 1970 to 1985 to be severe. Under an 
80<i reduction, reserve additions would be 23 billion barrels or less than half our 
base case.

While the Task Force Report did not clearly delineate the effect of proposed 
changes in the oil import program on oil and gas reserve additions, the Secretary 
of Defense conditioned his approval of the Report's recommendations on the 
maintenance of U.S. exploratory efforts at approximately current rates, and no 
decline in oil reserves, (p. 132) The Secretary of the Treasury qualified his ap 
proval by stating that "Our domestic industry will be expected and encouraged 
to continue, to expand its output and explore for and develop new sources of 
crude oil and substitutes." (p. 131) These qualifications underscore the need to 
examine the effects of the recommendations in the Task Force Report on the 
period beyond 1980, when the full impact of reduced exploratory effort would 
result in lower discovery rates, leading to substantially lower levels of domestic 
production and greater U.S. dependence on insecure sources.

SUPPLY/DEMAND BALANCE: $2.50 CASE

Figure 11 details the Task Force estimate of U.S. liquid petroleum demand, 
production, and imports in 1980, assuming a domestic crude oil price of $2.50 per 
barrel, and compares them to our current best estimates for the same time 
period. The $2.50 case (an 80$ per barrel price reduction) was chosen because 
it, is the basis for the Task Force analysis of U.S. oil security with an interrup 
tion of foreign supplies. (Tables F-.T, pp. 61-64)

For demand, the Task Force has used 19.7 million barrels per day. In contrast, 
we have forecast a U.S. requirement of 23.5 million barrels per day, which is
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consistent with historical growth, adjusted upward slightly to account for in 
creased demand due to lower prices.

Our estimates indicate that domestic petroleum liquids production in 1980 
would be 9.8 million barrels per day. This is 1.2 million barrels per day less than 
the Task Force estimate (Table D-3, p. 49). This difference arises primarily be 
cause we have adjusted for the effect of the 1969 Tax Reform Act, and, as 
mentioned earlier we feel that the Task Force was optimistic in its assumptions 
regarding future production on the North Slope of Alaska.

We estimate that North Slope production in 1980 might be as much as 2.0 mil 
lion barrels per day. which is 500 thousand barrels per day less than estimated 
by the Task Force. The wellhead price of crude oil on the North Slope would be 
reduced to about $1.00 per barrel under this case, which is only about one-third 
of current U.S. crude oil prices. High transportation costs to Midwest markets 
and the quality of the crude (high sulfur and residual content) account for such 
a low price. Our estimate of 1980 production at this price is not significantly dif 
ferent from our forecast under existing conditions simply because the bulk of the 
reserves to support this level of production will come from exploration already 
completed or under way. However, future exploration and development efforts 
would be reduced significantly at this low price and. in turn, production beyond 
1980 would be sharply reduced.

Turning now to other Western Hemisphere export potential under the $2.50 
case, we believe the Task Force has overestimated the capacity of both Canadian 
and Latin American supply sources.
Canadian imports: $2.50 case

As shown in the table our estimates indicate that, if the TI S. crude rtrice were 
reduced by S0<f per barrel, U.S. imports from Canada in 1980 would be a maxi 
mum of 1.5 million barrels per day. or one-half the 3.0 million barrels per day 
assumed by the Task Force.

The Task Force Report correctly notes that Canadian crudes enjoy a cost ad 
vantage in the Chicago area and that, for this reason, the price of Canadian oil 
would not decline by as much as that of U.S. oil. However, the Report under 
states the amount of the decline thnt wou'd occur. The Task Force assumed that 
Canadian prices would fall only 30$ per barrel in response to an 80$ per barrel 
reduction in the price of U.S. oil. Taking account of certain quality and other 
important commercial factors, we would expect that Canadian crude oil prices 
would decline approximately 50$ per barrel if U.S. crude prices were reduced by 
80$ per barrel. This lower price would adversely affect Canadian exploration 
activity.

The more fundamental reason for questioning the Task Force estimate, how 
ever, is that it woulud require an unrealistically high level of reserve additions 
under the price condition assumed. Therefore, we feel U.S. imports of Canadian 
crude in 1980 are not likely to exceed 1.5 million barrels per day if U.S. crude 
prices were reduced by 80$ per barrel.
Latin American imports: $2.50 case

Turning to Latin America, we expect that U.S. imports would be about 2.0 
million barrels per day instead of the 3.8 million assumed by the Task Force. Our 
divergent views on Latin American supply potential were discussed earlier and 
need not be repeated here. In addition, the Task Force assumed that 1.1 million 
barrels a day of Latin American crude would be diverted to the U.S. from other 
markets as a result of the proposed Western Hemisphere tariff preference.

After deducting domestic production, and Canadian and Latin American im 
ports from estimated U.S. demand, the remaining supply shortfall would be filled 
by Eastern Hemisphere crude sources, which are recognized by the Task Force as 
being less secure than Western Hemisphere supplies (par. 337. p. 98). As in 
dicated, our current best estimates of petroleum supply and demand patterns 
would necessitate oil imports from the Eastern Hemisphere totaling 10.2 mil 
lion barrels per day, or 43 percent of U.S. demand. This is 8.3 million barrels per 
day more than estimated by the Task Force. (Table D-3. p. 49) By 1985. im 
ports from the Eastern Hemisphere would rise to 16.1 million barrels per day, or 
58 percent of the total U.S. demand.

These estimates do not include the additional Eastern Hemisphere oil which 
would be needed to offset at least part of the lower natural gas production in 
the $2.50 case. We estimate that natural gas production would be reduced by
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25 percent in 1985. A more detailed discussion of the effect of lower crude oil 
prices on natural gas production is provided in the appendix to this paper.

EMERGENCY SUPPLY/DEMAND BALANCE: $2.50 CASE

Using supply/demand balances similar to the one described above, the Task 
Force looked at a number of hypothetical supply emergencies at lower crude 
prices to determine how domestic petroleum demand could be met under these 
circumstances. Figure 12 compares our estimate of how U.S. demand would be 
met in an emergency in 1980 with that postulated by the Task Force. Their as 
sessment of a six-month interruption of Arab supplies with a crude price of 
$2.50 per barrel, is shown. Comparisons for other emergencies would have similar 
and in some cases even more severe results in terms of the security of U.S. oil 
supplies.

The Task Force estimates that if all Arab oil were denied for six months, U.S. 
production plus normal imports from Canada, Latin America, and non-Arab 
Eastern Hemisphere countries could supply 18.3 million barrels per day or 05 
percent of U.S. demand. This would indicate an immediate supply shortfall from 
normal production, therefore, of 1.4 million barrels per day. (Table H. p. 63) 
The Task Force further concludes that excess capacity available in the U.S. and 
from its non-Arab foreign suppliers would be more than sufficient to cover this 
deficit. Considering all other emergency supplies available to the U.S., the Task 
Force estimates that there would be a surplus of 5.7 million barrels per day over 
80 percent of which would come from crude oil and product inventories in the 
U.S. (Table H. p. 63) It was these assumptions in the Task Force Report which 
led to conclusions that an 80 cent per barrel reduction in domestic crude oil 
prices would not endanger national security in 1980.

Considering the same emergency in terms of our best estimate of U.S. supply/ 
demand patterns, a totally different conclusion is reached. Normal domestic and 
non-Arab foreign supplies would cover only 59 percent of total petroleum de 
mand, leaving a deficit of 9.7 million barrels per day. After adjusting for emer 
gency supplies available in the U.S. and from non-Arab foreign sources, a deficit 
of 6.3 million barrels per day would still remain. With a deficit of this magnitude, 
amounting to 27 percent of demand, it would be necessary to initiate a program 
of rationing far exceeding that which the Office of Emergency Preparedness said 
would be possible without severe economic repercussions. (OEP submission 
#154—A: 9-16 percent of demand.) If such an emergency would occur in 1985, 
the total deficit, or supply shortfall, would increase to 12.2 million barrels per day 
(44 percent of demand).

In addition to our divergent views on demand and normal supplies, there are 
major differences between our analysis and that of the Task Force on the esti 
mated availability of emergency supplies. Our estimates of the total availability 
for spare producing capacity ("excess capacity"), inventories, and emergency 
production increases are less than one-half as large as those made by the Task 
Force.

Spare producing capacity in the U.S. has been declining for the past several 
years. Allowable factors have been increased as new reserve additions have 
failed to meet growing demand. Spare capacity will continue to decline even with 
present oil import controls. By the mid to late 70's, the U.S. petroleum industry, 
including the Alaska North Slope, will be producing at 100 percent of allowable 
rates.

It is difficult to quantify precisely what level of spare U.S. producing capacity 
would exist in 1980 at $2.50 crude prices. Producers would have already taken 
all economically justified steps to increase production rates under normal con 
ditions. Efforts to increase production further would meet with limited success.

Taking into consideration the spare capacity in the Elk Hills Naval Petroleum 
Reserve (200 thousand barrels per day), and potential production above 100 per 
cent allowables in Texas and Louisiana, we estimate that spare producing capac 
ity in the U.S. would not exceed 800 thousand barrels per day in 1980. It should 
be emphasized, however, that there is a high probability that spare capacity 
would be much less, and an estimate as low as 300 thousand barrels per day is 
not unreasonable.

It is also felt that the excess capacity for Other Western Hemisphere sources 
Is somewhat overstated, but for purposes of this analysis, we have not adjusted 
the Task Force estimates.

The potential for drawing on crude oil and product inventories in an emergency
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requires an understanding of the inventory needs of refiners, pipeline and tanker 
operators, and marketers. Inventories are a necessary cost of doing business. 
For this reason we commit a substantial amount of time to maintaining inven 
tories at the lowest practical level.

The Task Force estimated that roughly 100 million barrels, or 25 percent 
(par. 239, p. 50) of total forecast crude oil stocks in 1980, could be utilized in 
a six-month emergency without impairing normal industry operations. Similarly, 
they conclude that product inventories could he reduced by 75 percent (par. 239, 
p. 50) or 790 million barrels. This total six-month inventory reduction of 890 
million barrels would be equivalent to 4.9 million barrels per day. (Table H, p. 63)

By contrast, our studies of inventory availability suggest that a maximum of 
270 million barrels (50 crude, 220 product) could be used in a six-month period. 
This is equivalent to a daily rate of 1.5 million barrels. The remainder would 
have to be available as working stocks in order to maintain petroleum industry 
operations and near normal consumption patterns. Even this could not be done 
without added costs and without many supply disruptions. Furthermore, this 
would require a reduction in inventories similar on a percentage basis to that 
experienced in World War II when rationing was in effect.

Inventory utilization must also recognize locational questions. For example, 
an emergency would deprive East Coast refineries of imported crude; the in 
ventories available to offset this loss would be a mixture of crude and all types 
of products which would be dispersed throughout the country. Physically match 
ing availability to needs would present severe transportation and distribution 
problems.

Moving to the next category, some limited emergency production increases 
could be realized from measures such as infill drilling and increased secondary 
recovery operations. However, this would require uneconomic expenditures which 
would somehow have to be justified or subsidized. These activities would have 
to be in addition to sustaining normal operations. Consequently, there would 
be timing problems due to lack of available rigs, qualified personnel, and equip 
ment; and potential limitations on transportation facilities. Our best estimate 
of the emergency increase in U.S. production which could be achieved by such 
methods over a six-month period is 100 thousand barrels per day, compared 
to the Task Force estimate of 300 thousand barrels per day. (Table H, p. 63)

We have assessed the Task Force estimates of emergency production increases 
in Canada and Latin America and have concluded that the Task Force figures 
are optimistic. Since the volumes involved are not critical to the balances, they 
have not been adjusted.

The Task Force does not include the Venezuelan tar belt oil in its production 
estimates, although it does indicate a substantial availability and states that 
the tar belt yields a product which is almost residual fuel oil as is. (Par. 236C. 
p. 47) In reality, the tar belt material is very high in sulfur and vanadium, and 
is so Viscous that it would have to be blended with a light diluent such as heating 
oil before it could be transported or consumed. Installation of the necessary 
producing, refining, and transportation facilities would require about three years 
from the time a decision is made to proceed.

The Task Force $2.50 case has been emphasized in this analysis because it 
provides the basis for all of the security analyses. We believe the Task Force 
has combined conservative estimates of demand with optimistic and sometimes 
impractical assessments of normal and emergency supplies into a balance which 
has a very low probability of being achieved. The Task Force postulates a situa 
tion for oil imports not much different than today in which only a small part 
of U.S. supply comes from the Eastern Hemisphere. Therefore, the loss of part 
of that supply would not seriously threaten national security. Since the Task 
Force estimated emergency supplies to be five times the expected shortfall, it 
felt security of supply was not a problem.

In sharp contrast, we see the possibility of a 6.3 million barrels per day supply 
deficit with the same interruption even after taking all available emergency 
measures. This would be a shortage of 27 percent of requirements. In 1985, 
the deficit would be 12.2 million barrels per day or 44 percent of demand. Unlike 
the Task Force, therefore, we see a potentially hazardous petroleum supply 
situation.

SUMMARY
The major points of our analysis of the Cabinet Task Force Report and the 

outlook for security of U.S. supply are as follows:
(1) AH parties who have analyzed the imports problem—including industry,
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government, and the Task Force majority and minority—concur that national 
security should be the sole justification and objective of oil import controls. They 
also agree that some form of oil import control is necessary to avoid undue re 
liance on insecure foreign supply sources.

(2) Many of the Task Force estimates and the results which flow from them 
have a low probability of occurrence. This is not to say that our estimates are 
free of uncertainities. However, it should be recognized that the Task Force 
analysis of U.S. security of oil supply is based on estimates which diverge 
significantly from extrapolations of historical trends. The alternative estimates 
we have considered are consistent with past industry performance. We must 
conclude, therefore, that the Government should avoid program changes which 
are based on estimates which have understated U.S. dependence on Eastern 
Hemisphere sources.

(3) The separate comments of the Secretaries of Defense, State, Treasury, 
Commerce, and Interior reflect their concern and reservation regarding the 
national security findings of the Task Force Majority Report. We share that 
concern.

(4) The defects of the existing import control system lie not in the .system 
itself so much as in its administration. The Majority Report recognized that 
the current program could be made more effective through simplification of 
administrative procedures and limiting the program to its national security 
objective.

(5) There is ample evidence to suggest that even with a continuation of the 
present economic environment the U.S. petroleum industry will be hard pressed 
to supply sufficient petroleum raw material from domestic sources to satisfy 
the security criteria established by the Oil Imports Task Force. Given this 
possibility, dismantling the import control system and reducing exploration 
incentive by establishing lower domestic crude prices is moving in the wrong 
direction.

The present Mandatory Oil Imports Program is authorized under the national 
security provision (Sec. 232) of the Trade Expansion Act of 1962.

We believe the needs of the country with respect to the availability of 
petroleum products can be well served by a continuation of the Oil Import 
Quota System. We also believe that administrative procedures are available 
to permit the Oil Policy Committee to improve on the present system.

The Task Force proposals would in our opinion work\o the detriment of the 
nation's petroleum security. We believe that our analysis has shown that the 
real question confronting the government is how to create an environment and 
policy framework which will assure that this country can minimize its de 
pendence on insecure foreign sources for the bulk of the energy essential to 
our economy.

APPENDIX 
Natural Gas Effect

The effect of changes" in the import program on natural gas was given only 
passing reference in the Task Force Majority Report. We estimate that with 
an 80$ per barrel reduction in crude oil prices and higher federal taxes, U.S. 
natural gas production, including Alaska, would decline by 4 TCF in 1980, and 
by 7 TCF in 1985. Approximately 60 percent of this decline is gas which is 
produced in association with oil. These production losses would be in addition 
to the gas supply shortage which I alluded to earlier. This is comparable to the 
FPC estimate in a separate report to the Task Force that a production loss 
of 3 TCF would occur in 1980 in the lower-48 states.

Energy losses of these magnitudes are obviously significant. Expressed in 
terms of fuel substitutes, seven trillion cubic feet of gas (7,245 T Btu's) contain 
the same amount of energy as almost twice the amount of heavy fuel oil (730 
million barrels) or over half the amount of coal burned in the U.S. in 1969 
(566 million tons). These losses would also be significant from the standpoint 
of pollution control, since natural gas is the cleanest burning fuel available.

Assuming that natural gas prices would not rise, or fail to rise sufficiently to 
encourage additional gas release additions, it would be necessary to substitute 
other fuels for gas. In view of tighter pollution restrictions and limited potential 
for nuclear energy by 1980, additional oil imports from the Eastern Hemisphere 
above those shown in the foregoing analysis, would be required to fulfill demand.

(The following three charts were not placed in Mr. Wright's oral 
testimony but were left appended to his prepared statement:)
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The CHAIRMAN. Thank you, Mr. Wright. 
Mr. IKARD. Mr. Chairman, next is Mr. Dunlop. 
The CHAIRMAN. We are glad to have you with us, Mr. Dunlop. 

You are recognized.

STATEMENT OF EOBEET G. DUNLOP, CHAIRMAN OF THE BOARD,
SUN OH, CO.

Mr. DUNLOP. Thank you, Mr. Chairman.
I appreciate the opportunity to appear today with my associates 

to share with you our views on oil imports and related policy issues 
as they affect the trade expansion legislation now before you.

Mr. Ikard has forcefully demonstrated that reliable supplies of 
petroleum adequate to meet our basic needs are essential to the military 
and economic security of this Nation. And Mr. Wright has raised 
grave questions as to whether that security would in fact be provided 
under the program recommended by the majority of the Cabinet Task 
Force on Import Control.

I shall conclude our presentation by discussing some of the specific 
issues which we feel require careful consideration in determining oil 
import policy. I will point out the significant advantages of the quota 
system over the tariff approach, comment on the real cost of import 
restraints, look at the prospects for synthetic fuels development and, 
perhaps most importantly, review petroleum industry capital require 
ments over the next 15 years relative to alternative methods of import 
control.

Eight at the outset I want to say that we welcome this opportunity 
to reexamine and reappraise petroleum import policies. Periodic pol 
icy reviews are essential to shaping and reshaping effective strategy 
for the future. I would only ask that in this review we keep our eyes 
firmly fixed on the real objective—the objective of providing secure 
supplies of primary energy adequate to meet our essential needs. Im 
port limitation is not an end in itself, but simply a tool to help us reach 
that objective. We must guard against becoming so deeply concerned 
with the mechanics of import controls that we lose sight of the energy 
security goal which we are really seeking.

If we think in terms of that goal, the import control issue can be 
brought into sharper focus. We simply need to measure alternative 
approaches against the goal, choosing the one which will provide the 
required security of energy supply at the lowest real cost to the 
Nation.

It is significant that the members of the Cabinet task force on 
import control reached unanimous agreement on the need to restrain 
the influx of foreign oil, while disagreeing widely on the appropriate 
control mechanism to be adopted.

This important question—tariffs versus quotas—has been and re 
mains one of the major issues to be resolved in connection with the 
overall review of the U.S. oil import control program.

After careful and extensive evaluation of this problem over a num 
ber of years, I want to say that I oppose the use of tariffs at this time 
to control the volume of foreign oil imports into the United States.
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I oppose the proposed tariff system for these reasons:
First, it is not directed principally toward volumetric control of 

foreign oil flowing into the United States, which is pur basic need. 
While the quota system achieves this goal very precisely, the tariff 
system does not and, in fact, cannot. The Cabinet task force itself 
recognized this weakness of the tariff approach when it recommended 
that imports from the Eastern Hemisphere be limited to 10 percent 
of domestic demand. In effect, the task force has superimposed a tariff 
plan on the quota system.

Second, the tariff system as proposed would impose itself into the 
pricing mechanism for crude oil and products in the U.S. oil industry.

This would inhibit the ability of the industry to provide the neces 
sary supply of petroleum from secure sources. If we are to limit im 
ports from insecure sources to 10 percent of requirements, we must be 
sure that we can attain 90 percent of our requirements from secure 
sources. Mr. Wright's testimony has demonstrated that this will require 
a major effort.

The substitution of administrative manipulation for market forces 
in pricing decisions simply doesn't work. And we need look no further 
than the present situation in natural gas to see why. Federal control 
of wellhead gas prices over the past 15 years has resulted in an over- 
stimulation of demand and a deterrent to supply. Today we are reap 
ing the bitter fruits of that policy in dwindling supplies and the weak 
ening of our capability to meet future needs for natural gas. This is in 
itself a major threat to our long-run objective of energy security. We 
dare not now expose the oil segment of the industry to the same 
handicap.

Our need is to strengthen incentives, to encourage the broad-scale 
development of liquid and gas reserves in North America and to ac 
celerate the development of synthetic fuels. We will be dooming the 
effort to failure before the fact if we adopt a system of import control 
Avhich would reduce incentive and restrict generation of capital 
through governmental price manipulation.

The potential for disruptive Federal control under the recommended 
tariff plan can hardly be overstated. We suggest that provision for such 
arbitrary interference is not only unnecessary but is in fact a grave 
threat to our national goal of energy secu rity.

A third reason why I oppose tariffs is the inherent uncertainty this 
approach would create as to futui'e prices and investment opportunity. 
The nature of petroleum exploration is such that large, high-risk 
investments must be committed on a long-term basis. Finding and de 
velopment programs must be instituted 5 to 10 years in advance of 
expected production. A tariff plan laced with uncertainty about fu 
ture prices can only result in a drastic reduction of the incentive for 
new oil and gas exploration and development.

Finally, in our view the tariff approach will not result in signifi 
cant savings to consumers as its proponents claim.

Under the quota system, most of the differential value of foreign oil 
flows through to consumers in the form of lower prices. Institution 
of a tariff would direct this flow of value to the Federal Govern-
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merit. Petroleum consumers would have to pay correspondingly higher 
prices unless the government chose to reduce other taxes by a like 
amount. The task force itself proposed that the money be used for 
other purposes such as the development of strategic reserves or syn 
thetic fuels. This, in effect, would put the Government into the energy 
development business to strengthen a security position which was weak 
ened by substituting a tariff for the quota system. In our view, this pro 
vides no additional benefits to anyone.

In regard to the cost of import controls, those who choose to empha 
size the gross cost to the U.S. petroleum consumer rather than the net 
resource cost have performed a disservice to the Nation. We should 
keep in mind that any reasonable consideration of costs must be on a 
net basis, with the offsetting of economic gains and losses. Thus, 
multiplying total U.S. oil demand by the average cost differential be 
tween domestic and foreign crude oil exaggerates true cost. For that 
figure must be offset by a number of benefits which stem directly 
from import controls. Among these benefits are the lower prices which 
flow through to consumers due to lower cost oil imported under the 
present program, royalty and bonus payments to the Federal Govern 
ment, and oil tax payments to State and local governments. Considera 
tion must be given also to the job losses and other economic disruptions 
that would result from reduced U.S. petroleum industry activity.

Viewed in this light, the cost of present import controls is con 
siderably less than opponents of the quota system would have us be 
lieve. The most reasoned and responsible comment on this matter that 
I have seen was made last year by Russell E. Train, then Under Sec 
retary of the Interior. Speaking before the annual meeting of the 
American Petroleum Institute, he said this, and I quote:

Costs of the present program to consumers have been estimated as high as 
$7 billion based on 1975 use rates, compared with a resource cost of about $1 bil 
lion annually. But it is this lower figure—the net cost to the nation after all 
transfers from one American pocket to another have been wrung out—that is 
the true measurement of the premium we are paying to have a reliable oil supply 
in support of our national security.

Mr. Train went on to say that this cost appeared to him to be "quite 
modest" in comparison to other national security outlays. We agree.

I would like here to make the additional point that focusing on gross 
cost to the consumer, as the Cabinet task force did, unnecessarily com 
pounds a growing national problem. The problem of our unwillingness, 
or inability, to recognize that attaining national goals such as energy 
security and environmental improvement is going to cost all of us 
something. The true cost is the "net resource cost," which in effect meas 
ures the reduction in goods and services resulting from the pursuit of 
other than economic goals. These are the costs we must consider in 
evaluating policy alternatives.

When attention is focused instead on gross cost to the consumer, com 
parisons are badly distorted, pressures for cost reduction are intensi 
fied, and the quality of policy decisionmakmg suffers. All to frequently, 
this road leads to restrictive regulation which precludes creative re-
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sponse directed toward minimizing cost. I hope that we can avoid 
this in considering oil import control policy.

In our view, the quota system has proved to be a fundamentally 
sound and very effective approach to import limitation. Under it, the 
U.S. petroleum industry in the past decade had found and developed 
very substantial new supplies of oil and gas under very difficult cir 
cumstances. At the same time, American consumers have enjoyed the 
benefits of a rising volume of lower-cost foreign oil as a supplement 
to domestic supplies. This is not to say that the system is perfect; it is 
not, and we know that it can be improved. But it is to say that the quota 
approach to import control has proved itself in actual practice over 
more than a decade.

Now, for the next few moments I would like to get specific about a 
very important aspect of future petroleum policy—money and 
investment. If we accept the proposition that the real issue is not the 
mechanics of import control but the most effective method of building 
our energy security for the future, then financial resources become the 
key consideration. To develop the supply capability required to assure 
energy security in the United States, we will have to spend billions of 
dollars. And, frankly, right now it is difficult to see where all that 
money will be coming from.

In attempting to put this money problem into perspective, I will 
draw upon material developed by John Winger, vice president of the 
Ohase Manhattan Bank and one of the country's foremost authorities 
on petroleum financing. Although the supply and demand projections 
upon which Mr. Winger's financial requirements are based are not pre 
cisely the same as those presented by Mr. Wright, both lead to the same 
conclusions relative to future financial requirements.

First, let us see what the magnitude of capital requirements would 
be if we were to attempt to maintain the present relationship between 
imports and domestic production.

Mr. Winger postulates that if the United States is to maintain a 
minimum safe level of proved petroleum reserves and not become more 
dependent upon outside sources than it is now, the petroleum industry 
must find and develop 105 billion barrels of oil and 560 trillion cubic 
feet of natural gas in the next 15 years. Based on past results, the in 
dustry would need to spend approximately $150 billion over the next 
15 years to find and develop that much oil and gas.

The industry is not going to have anywhere that amount of money 
available for such investments in the next 15 years. In fact, there is no 
cogent reason for expecting that it will commit very much more than 
the $68 billion invested in the past 15 years. Capital is in short supply 
and we will have to be highly selective in deciding where and how to 
use it. At the present level of economic incentives, then, it is unlikely 
that investment in the search for petroleum will exceed some $75 bil 
lion over the 1969 to 1985 period. This would enable us in 1985 to sup 
ply just over half of our oil needs and about 55 percent of our gas needs 
from domestic sources. Conceivably, we could meet the projected
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oil deficit with imports, but it is unlikely that we could import enough 
gas to meet requirements.

Now, assume that the import recommendations of the task force 
majority were implemented and domestic crude oil prices were pushed 
down by an average of 30 cents per barrel. What could we then antici 
pate in the way of investment ? Mr. Winger estimates that under these 
conditions total outlays for the petroleum search over the next 15 years 
would approximate only $30 billion. This would be $45 billion less than 
would otherwise be invested.

At this level of expenditure, we would be able to satisfy only about 
one-third of our oil and gas needs from domestic sources by 1985. And 
since there are severe limitations on the volume of gas that can be 
imported into the United States, a larger share of overall energy de 
mand would shift to oil. This would boost our oil needs to some 26 
million barrels a day by 1985, and require that as much as 70 percent 
would have to be imported.

Mr. Winger goes on to point out, as Mr. Wright did a few moments 
ago, that in this situation the United States would be required in 1985 
to depend upon the Middle East and North Africa for a sizable share 
of its imported oil. Specifically, the forecasts indicate the United States 
would be dependent upon these Eastern Hemisphere sources for almost 
half of its oil supplies in 1985.

We submit that this degree of dependence on petroleum sources 
which historically have been subject to supply interruptions poses 

"a national security problem of the first magnitude. And even in the 
absence of supply interruptions, I think it is becoming apparent that 
such a heavy dependence on Eastern Hemisphere oil, which is largely 
controlled by an organized group of producing countries, would result 
in higher prices and the loss of anticipated savings to American 
consumers.

Please keep in mind that the capital investment figures I have been 
discussing above refer only to the finding and development phases of 
petroleum activity. The industry will continue to require tremendous 
amounts of capital for refining and other facilities beyond the well 
head over the period we have been discussing. Mr. Winger has esti 
mated these additional needs to total some $77.5 billion over the next 
15 years. On a combined basis, this means total capital requirements 
of the U.S. petroleum industry between now and 1985 could range 
from $153 billion to $233 billion.

I should point out that these estimates make no allowance for two 
factors which could substantially affect the level of capital needs in 
the future—continuing inflation and the national effort to improve 
our environment.

In regard to inflation, there is little in today's outlook that suggests 
any quick halt to the rise in prices. We hope that the administration's 
current efforts to slow inflation will be successful. But a realistic view 
of the future tells us that we must expect inflation to add significantly 
to our investment needs in coming years.

While it is far too early to attempt to estimate the amount of money

46-12.7—70—pt. S———7
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that will be required to preserve and improve the quality of our 
environment, we do know that the costs will be substantial.

The American Petroleum Institute estimates that right now the oil 
industry's expenditures for operating facilities relating to air and 
water pollution control are approaching a rate of one-half billion 
dollars annually. Obviously, this spending will grow substantially in 
the future.

Over and above this, the industry is now deeply involved in seeking 
solutions to the problems of pollution from motor vehicle exhaust 
emissions. Central to this effort will be far-reaching changes in refining 
operations to eliminate or reduce the amount of lead in gasoline. Precise 
cost estimates cannot now be made since fuel quality targets have 
not yet been established. But it is evident that total costs of solving 
this problem could range from $3 billion to $10 billion, depending on 
octane quality requirements.

As I indicated earlier, the outlook for obtaining the total capita] 
required is bleak under present economic circumstances. And it would 
become far more so if the task force recommendations were 
implemented.

A brief look at our present situation will perhaps help you to grasp 
the enormity of the capital problem for the future. Historically, the 
industry was until recently able to provide nearly all of its capital 
requirements internally by plowing back some 75 percent of its cash 
earnings. This is no longer true, as the experience of the Chase 
Manhattan group of petroleum companies demonstrates. During the 
past 10 years, expenditures have increased at a faster rate than avail 
able funds from cash earnings. This growing deficit has been met 
principally through a large increase in debt and only in part through 
equity financing.

As a result, the debt ratio for this group of companies has increased 
by 50 percent since 1964, rising from 12.7 percent to 19.7 percent at 
the end of 1969. In dollar terms, the long-term debt position has more 
than doubled, going from $5.5 to $12.8 billion. And these figures do 
not include substantial indirect financing, which has been estimated 
to total more than $7 billion.

There are severe obstacles to obtaining these growing amounts of 
outside capital. The industry has not enjoyed exceptionally high 
profits, and now it is feeling the additional impact of the 1969 tax 
changes and of continuing cost inflation. Coupled with the relative 
scarcity of capital today, these factors indicate that the petroleum 
industry under the best of circumstances faces difficult financing 
problems in the years immediately ahead. Adoption of an import 
control system having as an integral objective the reduction of U.S. 
crude oil prices would only precipitate an additional flight of capital 
and seriously worsen an already grave problem.

I would like next to examine with you one additional aspect of the 
petroleum supply situation. I refer to the broad field of synthetic fuels 
development and the outlook for its contributions to our future energy 
supply.
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Among the strengths of our Nation in the long-term energy picture 
are the large coal and shale oil reserves which will provide the 
resource base for a substantial synthetic fuels industry in the future. 
Adding to these resources on a continental basis are the vast reserves 
in the Athabasca and other tar sands deposits in western Canada. 
Considerable research and pilot plant work are already underway on 
development of fuels from shale and coal and, of course, my company 
has had mining and extraction facilities in operation in the Athabasca 
tar sands for more than 2% years.

However, the present state of technology and the present economics 
of the energy business preclude any one or these sources from becom 
ing a significant supply factor in the time period we are considering. 
It has been estimated that, given proper economic incentives, a mini 
mum of 5 to 6 years would be required to develop multiplant produc 
tion capacity for shale oil, and that a slightly longer period would be 
required for multiplant capacity for producing liquids and gas from 
coal.

The two points I want to emphasize relative to, synthetic fuels de 
velopment are these:

First, it is unrealistic and dangerous to assume that synthetic fuels 
can make any really substantial contribution to our domestic energy 
supplies during the next 10 years. And they certainly cannot be con 
sidered to be a source of emergency supply. The additional research 
that is required, the full testing of commercial size plants that must 
be carried out, and the large capital investments that are required pre 
clude rapid development of synthetic fuels production. And, of course, 
a reduction in crude oil prices would mean fui'ther delay.

However, in view of the growing gap between our energy require 
ments and our ability to meet demand with secure supplies from con 
ventional sources, it is imperative that we begin now to formulate a 
framework of national policy for the orderly development of synthetic 
resources. The long lead times required dictate that a carefully planned 
program be initiated now if these sources are to make a significant 
contribution to our energy needs in the 1980's.

Perhaps I can emphasiz these points by describing from my per 
sonal knowledge Sun Oil Co.'s costly experience with the project to 
develop production from the Athabasca tar sands.

We initiated research and related work on this project in the early 
1960's, began plant construction in 1964, completed the faculties in 
1967, and went into commercial operation in late 1968. Economically, 
the results to date have been very disappointing, although the tech 
nology developed has produced a very high quality synthetic crude 
oil. However, due to the problems involved in instituting a new tech 
nology, we have experienced a series of mechanical problems which 
have delayed our attaining full-scale production. These have been 
gradually corrected, and we are encouraged by current production 
levels.

I should point out, however, that the project was initially judged 
feasible and undertaken in the anticipation of crude oil prices having
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a reasonably constant relationship to the cost of production. On that 
basis, we have invested more than one-quarter of a billion dollars in 
the complex. Any reduction in crude oil prices, such as envisioned 
under the task force majority recommendations, would seriously 
impair our ability to develop the project into a profitable operation.

I emphatically agree with the task force that there would be no 
production from the tar sands at or anywhere near a crude oil price 
of $2.50 per barrel. And I further think that it would be virtually 
impossible to attain the task force projection of 1 million barrels by 
1980 at the proposed price of $3 per barrel.

This would require 22 plants the size of our facilities and an in 
vestment of more than $6 billion. More importantly, really large-scale 
production from the Athabasca tar sands must await the develop 
ment of economic in situ technology. And one company in the fore 
front on this technology indicates that commercial development of 
the method is dependent upon a price level of $3.50 to $3.75 a barrel.

In brief, a viable synthetic fuels industry is dependent upon the 
refinement of current technology, upon stable prices which are respon 
sive to market forces, and upon the investment of very large amounts 
of capital. This is the route we must follow to achieve effective de 
velopment of synthetic fuels for our use in the years ahead.

Before closing, I would like to make the additional point that ex 
panding imports of oil and gas will accentuate an already critical 
balance-of-payments problem. To the extent that we strengthen the 
domestic industry and develop alternative synthetic sources, this grow 
ing drain on the payments balance will be reduced.

In summary, I would like to reiterate the point which I made at 
the beginning of my statement: Our basic concern is assuring to the 
maximum extent possible the development of secure energy supplies 
which are adequate to cover our essential needs. Or to put it another 
way, our concern is to limit our dependence on insecure foreign sources 
for energy essential to our military security and our economic growth. 
To achieve this objective, we feel that policy positions relating to 
external trade in petroleum should be reached in the light of three 
basic considerations:

1. The need for effective quantitative limitation of oil imports, as 
necessary to maintain the health and viability of the domestic petro 
leum industry.

2. The need to strengthen incentives for investment in finding and 
developing domestic petroleum resources. This will require that crude 
oil prices be permitted to move in response to domestic market forces 
and that controls over natural gas wellhead prices be substantially 
relaxed or removed.

3. The need to encourage the orderly development of a synthetic 
fuels industry capable of making significant contributions to U.S. 
energy supply in the 1980's and beyond.

We submit that the quota system for controlling oil imports will 
contribute to meeting all of these needs, and do so at an acceptable 
real cost to American consumers.
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In relation to the specific legislation before your committee, we urge 
you to extend the national security provision of the Trade Expansion 
Act in its present form to make possible continuation of the quota 
system for limiting oil imports into the United States. We make this 
recommendation in the belief that this policy is in the best interests of 
the American people, and that it is the most effective means of as 
suring energy supplies essential to our military and economic security 
into the future.

Thank you for your interest and attention.
The CHAIRMAN. Thank you, Mr. Dunlop.
Thank all of you for bringing us your very fine statements.
Mr. Ikard, presumably the three of you appear today to make 

similar statements advising us of future prospects in your industry 
because of the Cabinet task force report, primarily ?

Mr. IKARD. Yes, sir.
The CHAIRMAN. Do you have any information on whether or not 

it is intended to implement the task force report?
Mr. IKARD. I have none, Mr. Chairman.
The CHAIRMAN. Do any of you have any information that it will 

be or will not be implemented ?
Mr. WRIGHT. We have no information.
Mr. DUNLOP. I have none, Mr. Chairman.
The CHAIRMAN. You have a fear that it may be implemented ?
Mr. WRIGHT. That is our concern.
Mr. DUNLOP. I think the concern, frankly, relates to the uncer 

tainties of the general environment in which we operate.
We sought to point out that when you think of the leadtime of 5 to 10 

years necessary to develop resources of gas and oil, you would hope 
that you would be in an economic environment that would have some 
degree of certainity rather than constant uncertainty.

The CHAIRMAN. You mean to say, then, that the mere fact that this 
threat hangs over the head of the industry is reducing, perhaps, the 
investment the industry is making now in trying to locate new 
reserves ?

Mr. WRIGHT. I think you have to realize that the threat of, say, a 
reduction in crude oil prices by 80 cents gets almost the same results 
as if you actually had it, because we have to make appropriations for 
exploration today for reserves we hope to discover 2 or 3 years from 
now and develop 3 or 4 years after that.

If we look in anticipation that we might be facing a substantial 
crude oil since reduction, we have to put that into our thinking in 
making appropriations today.

The CHAIRMAN. Have you taken time to figure the relationship of 
an 80-cent per barrel reduction to a reduction in the depletion rate?

You say the reduction made by Congress from 27.5 to 22 percent 
is the equivalent of a reduction in price per barrel of crude of 30 
cents.

What would the 80 cents related to depletion reduction be?
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Mr. WEIGHT. We haven't made that calculation, Mr. Chairman. 
We would be very happy to do it. However, maybe I should clarify 
the effect of the Tax Keform Act, because this isn't all depletion 
allowance.

This also includes the minimum tax provision and the investment tax 
credit, which was discontinued. If you are interested in those numbers, 
we have a chart to show them to you.

The CHAIRMAN. I would like to have them in the record. It seems 
to me that the suggested reduction of 80 cents per barrel involved in 
the Cabinet task force report is far more injurious to the industry 
than what the Congress did to you last year.

Mr. WEIGHT. Yes.
Mr. IKAED. There is no question about it, Mr. Chairman.
The CHAIRMAN. But coming on top of what the Congress did last 

year, it would be, in your opinion, disastrous, apparently, from the 
statements you have made.

Mr. Ikard, you will remember one time years ago when you were 
on the committee and we were all impressed with the thought that the 
preservation of oil and gas reserves within the 48 States was very 
important to our national defense, we decided to write into the law 
what is now section 7, giving the President the right to protect by 
almost any type action he saw.fit to take any industry essential to 
our national defense.

You were given the responsibility, you will remember, of trying 
to develop language that would satisfy the needs.

If we were to let you ha.ve that privilege today, and you submitted 
some thought to us as to what would be the wise thing for the Con 
gress to do since there is this uncertainty and the possibility that this 
task force report may be implemented, what would you have us do 
to the law ?

Mr. IKARD. Mr. Chairman, in the first place, although there is 
uncertainty in the program today from an administrative standpoint, 
it does not necessarily follow that the present national security 
language is bad.

As the three of us have indicated here, or as we have tried to 
indicate, the program as it now exists is capable of improvement, 
certainly, from an administrative standpoint, and capable of being 
managed under section 7, which I assume is the section you allude to, 
of the Trade Agreements Act.

The question we raise is the fact that at the present time this review 
has been made and while there is a lot of conversation about a majority 
view there really is not any, and some majority members have a quali 
fied position in which they come to a consensus.

Really, I think we are very confused about what the.report actually 
suggests and; secondly, what the result and final disopsition of it is 
goirKjtobe.

We would hope that as a result of these hearings there would be 
some expression on the part of this great committee, which is the
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place where constitutionally all these matters must originate. We 
would hope there would be some expression in some way that there 
should be some continuation of the present program.

The CHAIRMAN. That is what I am getting at. Express it how ? As 
part of the law ? Should it be in the report ?

Mr. IKARD. If I may speak as an individual, Mr. Chairman, I think 
one of the problems, if my memory serves me right, that you and I 
and others were concerned about when we were talking about this, 
was the lack of flexibility if we would write a number into a statute.

The CHAIRMAN. That is why we didn't write it in.
Mr IKARD. That is correct. I think that possible evil still exists. 

If we say X this or Y this, then we may at some future date want X 
plus one or Y minus one. The legislative process being what it is, it 
sometimes takes a good deal of time to bring into effect a change in 
a basic law such as this.

The CHAIRMAN. I am not thinking about writing the regulations 
into law or anything of that sort. What I had in mind was this——

Mr. IKARD. If you are asking if we have any legislative language, 
we do not, no.

The CHAIRMAN. Well, I want you to consider some, because you 
scare me with your statements today.

Mr. IKARD. We would be very happy to give some thought to this.
The CHAIRMAN. I don't want to see us in 1985 or any other time 

dependent for over half of our principal fuel—principal in the sense 
of volume—requirements having to come from the Arab world, be 
cause by that time if we sell Israel enough planes there may not be 
much relationship left between us and it.

I am not passing judgment on that issue by any means. If we be 
come dependent upon what might become enemy area by then, we 
wouldn't have much chance in getting it.

That is what I am trying to say. No one knows what the future 
holds. So you alarm me greatly by what you point out may be the 
situation in the future.

I thought perhaps since there was such a material difference in the 
use of a quota with respect to this industry essential to national de 
fense, versus the use of a tariff, maybe we have given the President 
entirely too broad authority in the method of relief he accords to an 
industry that he finds to 'be in the national interest and, therefore, 
must be protected from imports that might otherwise destroy that 
industry.

I was thinking maybe you might suggest to us that we relimit the 
authority, and point out that in instances where national defense was 
involved the President would be required to use some type of quota 
rather than make adjustments in the rate of duty.

Mr. IKARD. We will be very happy to give consideration to that, 
Mr. Chairman.

The CHAIRMAN. This committee is becoming very quota-minded 
now. You can see that.

Mrs. Griffiths.
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Mrs. GRIFFITHS. I want to ask, if I may, nothing in relation to the 
quotas, but in relation to the pricing policy.

I drove into a filling station in Detroit on Tuesday night and had 
the tank filled with gas. The attendant said, "You are lucky, Mrs. 
Griffiths, the price goes up 10 cents a gallon in the morning."

I was telling this to a friend of mine who said, "Well, you were 
indeed lucky. I drove in the other night to a filling station and I 
bought 16 gallons of gas. I gave the attendant the money and as he 
went to get the change another attendant came out and reduced the 
price 10 cents."

This has been going on all winter in Detroit. I don't know what 
is happening any place else. The attendant that runs the station I go 
to has one of the best stations in the whole city. He said he loses busi 
ness right and left on account of it. People are screaming all the time. 
What are you doing and why do you do it ?

Mr. WRIGHT. Well, Mrs. Griffiths, our business is a highly competi 
tive one.

Mr. GRIFFITHS. Now wait. All of this is going on in every station 
at the same time. It looks to me like a little conspiracy.

Mr. WRIGHT. I must say I am a little puzzled as to the numbers you 
are speaking of, because I have known of no nationwide changes in 
the price of gasoline of the order of 10 cents.

Mrs. GRIFFITHS. Up and down all winter, 10 cents a shot.
Mr. WRIGHT. We do have price wars where the stations on opposite 

corners fight each other right down to no profit, of course, in order 
to compete with each other. I think basically this is probably a good 
thing rather than a bad thing.

Mrs. GRIFFITHS. The attendant, the man who is operating the sta 
tion, I have known for years, and he said to me, "I am always getting 
the blame for this and, of course, I have nothing to do with it. The 
company tells me, 'up 10 cents; down 10 cents.' "

Mr. WRIGHT. Let me assure you that insofar as our own operations 
are concerned we don't exhibit that kind of control over dealers. The 
dealers themselves reach their conclusion on what the price of gaso 
line to the public shall be. I don't know the Detroit situation. I am 
sorry to say, but this is a competitive situation in which the dealers 
make their own decision in this regard.

If they want to raise or lower prices, that is certainly their pre 
rogative. They gain or suffer by the results from it.

I must say I am greatly puzzled by the 10-cent figure, but it is not 
controlled in our case by the company who sells the dealer the gasoline.

Mr. DTJNLOP. I just wanted to comment, Mrs. Griffiths, in this par 
ticular regard. The company I represent is in the Detroit market and 
our prices to the dealers fluctuate. They fluctuate in two general man 
ners : One, we have a tank wagon price at which the dealer buys his 
gasoline from the company.

I will be pleased to have the record examined, but as far as I can 
recall, during this winter period of time that tank wagon price 
wouldn't vary much more than one penny.

Over and beyond that, if a dealer finds himself in an extreme com-
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petitive situation where he has to be responsive to the pricing policies 
of some other dealer, in those instances there may be a competitive 
allowance given that dealer to meet demonstrated competitive cir 
cumstances from another source.

Here, again, those competitive allowances don't approximate any- 
where_near the 10-cent figure you have identified that you see fluctu 
ating in price in the Detroit market.

I will be glad to submit what, for example, our tank wagon records 
have been and what our competitive allowances in the Detroit market 
have been.

Mrs. GRIFFITHS. That would be great. Would you submit for the 
record, then, over the period of the last year the price of gas at your 
stations in Detroit, what you have charged, and what you did that 
caused it?

Mr. DUNXOP. We will submit the prices that we charged, Mrs. 
Griffiths.

Mrs. GRIFFITHS. I think it would be a great idea if you also sub 
mitted the price that was charged the public. You must know that.

Mr. DUNLOP. We don't set that price. The dealer sets that price.
Mrs. GRIFFITHS. That is not what they tell me. They tell me you 

do it. All this time I have been thinking that probably Ikard is looking 
at the books and he said "Well,-we need a raise. We are not making 
any money."

Mr. DTTNLOP. I will be very pleased to submit for the record what 
our prices have been in Detroit, both as to tank wagon and as to 
competitive allowance.

Mr. BTTSH. Would you yield at that point ?
Mrs. GRIFFITHS. Yes.
Mr. BTTSH. Maybe it would be appropriate if they would submit 

information on how much of the price of a gallon of gas at the pump is 
the crude oil price. It is certainly less than 10 cents. We are talking 
about 7 cents.

So when we are dealing here with crude oil and its effect on the 
national security, we are dealing with a very small percentage of 
what the guys that drive into the gas station in Detroit pay.

If it would be appropriate to amend your request to include the 
percentage of that that is crude oil, which is the subject we are dealing 
with here, I think it might enhance the record even more.

Mrs. GRIFFITHS. That would be fine. The thing that makes the 
American public mad is the up and down of the prices all the time. 
And, of course, you can drive 30 miles in another direction and find 
you are paying 10 cents less on the gallon.

If you will make a careful check, you will discover that the city 
of Detroit is generally being charged more for gas than any other 
area of America. It is because they have the money to pay for it. 
That is my opinion.

The CHAIRMAN. I just don't let anything like that happen in my 
congressional district.

Mrs. GRIFFITHS. That is what I am trying to stop in mine. I think 
Mr. Ikard is responsible, and he ought to stop it.
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(The information referred to follows:)
SUN OIL CO. DEALER TANKWAGON PRICES AND COMPETITIVE ALLOWANCES, SUNOCO 190GRADE, DETROIT, MICH.

(Cents per gallon]

Hamtramck district

Date

As of:
June 1,1969............ .......
June 12, 1969 ....
June 25, 1969......
July 1,1969.. ......... .......
July 11, 1969.... ....... .......
July 22, 1969 .....
July 29, 1969......
Aug. 1,1969............ .......
Aug. 15, 1969.... ...............
Aug. 22, 1969.....
Aug. 25, 1969....... . ...
Aug. 26, 1969... ........ .......
Aug. 28, 1969.....
Sept. 3,1969......
Sept. 4, 1969......... . ... .
Sept. 5, 1969... ................
Sept. 10, 1969.....
Sept. 17, 1969......... ..... .
Sept. 24,1969..... .............
Sept. 26, 1969. ... .
Get. 3, 1969....... ... ......
Oct. 8, 1969....................
Oct. 13, 1969.. -.-
Oct. 14, 1969.......
Oct. 15, 1969
Oct. 16, 1969 ....
Oct. 22, 1969.....
Nov. 3, 1969........ . . .....
Nov. 4, 1969...... . ...
Nov. 5, 1969.. ......... .........
Nov. 6, 1969......
Nov. 14,1969..... ....
Nov. 18, 1959 .
Nov. 25, 1969 ....
Dec. 2, 1969-...-.-. .....
Dec.9..... ....................
Dec. 15. . ....
Dec.22._. ........
Dec.26.. ............ .....
Jan. l,1970-_.......... .......
Jan. 8. __ . __ .
Jan.l3.__. ........
Jan.22... ........... .....
Jan. 27.... ....................
Feb. 6, 1970-.....-
Feb. 13.......-..--.
Feb.18.. .-.-.....-.. . .......
Feb. 25.. ........
Feb. 27.. .-_-..-.
Mar. 5, 1970........
Mar. 10.. . ... .
Mar.20.. ........
Mar.23. .......... .......
Mar.26... ..
Apr. 1,1970. .. ......
Apr. 10........ . ...........
Apr. 16.......... .............
Apr.23.. .._.... ...............
Apr.30..
May 1,1970 . ......... .....—
May7_.
May 13..... ........ ...........
May20__._ ..................
May 21. .......................
May 27.. ......................
May 28......... ................

River Rouge district

Average Average 
Dealer tank- competitive Dealer tank- competitive 
wagon price allowance * wagon price allowance

........ 17.6

........ 17.6 ......

........ 17.6 ......

........ 17.6

........ 17.6

........ 17.6

........ 17.6

........ 17.6

........ 17.6

........ 17.6

........ 17.6

........ 17.6

........ 17.6
........ 17.6
........ 17.6
........ 17.6
........ 17.6
........ 17.6
........ 17.6
........ 17.6
........ 17.6
........ 17.6
........ 17.6
........ 17.6
........ 17.6
........ 17.6
........ 17.6
._._.-. 17.6
........ 17.6
........ 17.6
........ 17.6
........ 17.6
......... 17.6
........ 17.6
........ 17.6
........ 17.6
........ 17.6
....-.-. 17.6
........ 17.6
........ 17.6
......-- 17.6
........ 17.6
. ..... 17.6
........ 17.6
_._..— 17.6

17.6 ......
. ..... 17.6
....... 17.6

17.6 ......
17.6

. ..... 17.6
17.6
17.6

.-.-..- 17.6 ......

........ 18.3
-....--- 18.3
.....-.- 18.3
.--..--. 18.3 
........ 18.3
........ 18.3 ..... -
........ 18.3
........ 18.3

18.3
18.3
18.3 ......
18.3

0.8

3.2
3.3
3,5
5.0
5.2
5.3

.7

.8

.6
1.3
1.7
1.8
1.9
2.5
3.1
3.4
.5

1.0
1.4
1.7
1.8
2.4
2.8
4.1
4.4
4.6
4.8
5.1
5.4
3.3
3.6
3.7
4.7
5.0
,5

1.4
2.3
3.2
3.3
3.8
4.4
4.8

,9
3,0
3.8
4.9
6.4
6.7
2.8
3.3
4.0
6.3 
6.6
2,8
3.5
4.9
5.9

.7

17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6 ... .. .
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6 .........
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6 .........
17.6
17.6
17.6
17.6
17.6
17.6
17.6
17.6 .
18.3
18.3
18.3
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18.3 .. ..,
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18.3
18.3
18.3
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1.4
1.8
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2.1
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1.2
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1.9
2.3
2.9
3.8
4.0
4.1
4.2
4.3
4.7
2.7
3.1
3.8
4.0
.5

1.4
2.2
2.9
3.0
3.6
4.3
5.0
1.0
3.1
3.3
4.2
5.3
6.2
6.8
3.5
3.7
4.0
* 6

2.8
3.5
4.9
5.9
.3

1.0

> Estimated from manually calculated data.
Note: In response to a further question from Congressman Bush relative to crude oil cost associated with gaioline prices 

in Detroit, the weighted average field price of domestic crude oil proceessed in Sun's Toledo refinery is 8 cent per gallon.

Source: Company records.
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Mr. SCHNEEBELI. Mr. Chairman, along the lines of your question 
ing, I would like to ask this question:

In view of our proximity to Canada and our desire to cooperate with 
Central and South American countries politically and economically, 
what do you think about the idea of a possible relaxation of our quota 
percentages insofar as they apply to the Western Hemisphere.

We have a quota of 12.5 percent for imports. What do you think 
of the relaxation of this percentage, let us say, allowing it up to 15 or 
20 percent insofar as the Western Hemisphere is concerned because 
of, first, our proximity to Canada and trying to be a good neighbor 
and; secondly, trying to help Central and South America in their 
economy.

What do you think of this proposal ?
Mr. DUNLOP. Let me be responsive with my personal comments and 

then the other gentlemen can respond.
There is a degree of relaxation insofar as the importation of oil 

from Canada into the United States is concerned.
There is a set figure of somewhat in excess, originally, of 300,000 

barrels a day. This was by tacit understanding between the U.S. Gov 
ernment and the Canadian Government.

Mr. SCHNEEBELI. Is this within the 12.5 percent or is it excluded?
Mr. DTJNLOP. This is within the 12.5 percent. However, it was an 

understanding. Then that figure rose to somewhat in excess of a half 
million barrels a day. Those in charge of the policy in the adiministra- 
tion felt it was desirable to effectuate a reduction, and there has been 
a reduction of some substance in that figure.

The reason that Canada enjoys this opportunity is by virtue of the 
fact that the movements from Canada are overland movements and 
there is an exception to the basic program insofar as overland move 
ments are concerned.

The same would be true, for example, with respect to the importation 
of crude from Mexico. I think, in the North American hemisphere 
you get into the whole broad question of whether or not there should 
be essentially a common energy program with the United States, 
Canada, and presumably, Mexico.

This opens up a great many issues that would have to be recognized 
if Canada were to be in a common energy program with the United 
States.

Unquestionably, there would have to be some recognition of the im 
portation of foreign oil into eastern Canada to insure that it wouldn't 
be detrimental to the overall Canadian relationship to the United 
States.

Mr. SCHNEEBELI. In our approach to this whole problem we talk 
about national security. Certainly, in the implementation of the Mon- 
roe Doctrine and our Archilles heel to the south, this would have some 
validity insofar as Venezuela is concerned.

Mr. DUNLOP. Speaking of the South American situation, as Mr. 
Wright pointed out, there is very little reserve capacity in the Vene 
zuelan situation at the present time.

Mr. SCHNEEBELI. If we relaxed it for South America, they still 
couldn't produce much more than we are getting ?

Mr. WRIGHT. I will make a couple of comments on both subjects.
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Regarding Canada, in our submission to the task force we said this: 
We said in recognition of the interdependence of the energy sectors of 
the United States and Canadian economies, the two Governments 
should undertake prompt negotiations leading toward the harmoniza 
tion of petroleum policies and the eventual free movement of oil and 
gas between the countries.

This takes a little time to really adjust this thing because, as 
Mr. Dunlop said, they also are importing great quantities of oil on 
the cast coast.

So in harmonization you will probably have to work out an arrange 
ment between the two countries so that they have somewhat similar 
policies in regard to importation as well as exchange or free movement 
of products or crude across the line.

Regarding Venezuela or, say, Latin America in total, today there is 
really no surplus-producing capacity in Latin America.

Mr. SCHNEEBELI. Are we importing as much as they can produce? Is 
that what you are saying?

Mr. WEIGHT. They are exporting all they can export. Whether it 
comes here or goes to Europe might be some question. Part of it does 
go to Europe on occasion.

Mr. SCHNEEBELI. We could take a larger part here rather than ship 
it to Europe ?

Mr. WEIGHT. They are shipping to where they want to, generally 
speaking. They are not curtailed in their outlet at the present time 
because of lack of market. Most of their exports do come to the United 
States.

Mr. SCHNEEBELI. So our South American imports restriction does 
not hurt their economy ?

Mr. WEIGHT. Not significantly in the long run.
Mr. DUNLOP. I think there i"s one other supplement on that point. 

There are certain areas in South America with which Venezuela, as a 
matter of policy, desires to continue its trade relationships. In general, 
they move their oil into those areas where it is economically to their 
advantage, instead of shipping it into the United States.

Mr. SCHNEEBELI. Thank you.
The CHAIRMAN. Mr. Watts will inquire.
Mr. WATTS. I would like to compliment your group on a fine but a 

very scary presentation. You certainly pointed up some dangers that 
could be very disruptive to the economy, the welfare and defense of 
this country. I get, as the gist of your statements, that it would be a 
terrible mistake for this country to ever get into a position where we 
had to depend mostly or wholly on the imports of oil from abroad.

That is correct; isn't it ?
Mr. WEIGHT. That is correct.
Mr. WATTS. By maintaining a quota system rather than a tariff sys 

tem, we are able to bring into this country the amount of oil that we 
need brought in and at the same time not destroy our domestic oil 
industry.

But if we went to a tariff, it isn't a question of how much comes in 
but it resolves itself solely into the question of dollars.

I think you have made the point that if unlimited amounts^ of oil 
were allowed to come in under a tariff, no matter how high that tariff
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might be, unless it would be 500 or 600 percent, you are going to destroy 
the incentive of the American oil industry to continue to explore for 
further oil, because if there is no profit in its nobody is going to do it.

Is that the point you were making ?
Mr. IKARD. Yes, sir.
Mr. WATTS. What is the relationship between oil and gas? Arent 

they both explored for simultaneously or together ?
Mr. IKARD. Yes, sir.
Mr. WRIGHT. To some degree.
Mr. WATTS. I understand sometimes you develop a gas field and you 

drill extra wells, but when you start drilling maybe you are looking for 
both or either one. Is that correct ?

Mr. WEIGHT. Yes.
Mr. WATTS. But if you destroy the incentive to hunt for petroleum, 

you are also going to greatly diminish the incentive to hunt for gas, 
are you not ?

Mr. WEIGHT. That is right.
Mr. WATTS. That isn't something that is imported into this country, 

is it, to amount to anything, except from Canada, probably. You don't 
bring it across the ocean, do you ?

Mr. WEIGHT. There are projects underway which would bring in 
liquified natural gas into the east coast.

Mr. WATTS. But that certainly would not supply the great demand 
that we have in this country for gas.

Mr. WEIGHT. No. Not only will it not supply the demand, but it is 
rather interesting to know what the cost is.

Mr. WATTS. If wo destroy our domestic industry, allow it to go down 
the drain by allowing foreign imports to take over the market, such as 
they have taken over Mr. Burke's shoe market, and Mr. Landrum's 
cloth market, won't the next step be for these foreign countries to 
precipitously increase the price of their products they are shipping in 
here after they get us out of the way ?

Mr. DtnsTLOP. This is a very realistic concern, Mr. Watts, that once 
the domestic industry were seriously impaired in its ability to continue 
to make its contribution to our national interest, then we would in 
effect be at the mercy of the foreign producers to exact whatever price 
they felt was in their interest under the circumstances.

Mr. WATTS. Their interest would always be upward, wouldn't it?
Mr. DUXLOP. I believe so.
Mr. WAITS. According to the statement you have made, you have to 

look 8 or 10 years in advance, do you not, on your exploration and 
development ?

Mr. WEIGHT. Yes.
Mr. WATTS. If there is no profit seen down the line, you are not 

going to do it, is that correct ?
Mr. WEIGHT. That is correct.
Mr. WATTS. You can't afford to do it.
Mr. IKARD. This isn't money that these companies necessarily have. 

A lot of it is public funds. When you get people who are seeking small 
investors through the purchase of debentures and stock, they seek to 
put their money where they think the return will be.

That is the point that you make very validly, that if the industry
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does not seem to have a profitable, expanding future, investment capi 
tal is simply going someplace else.

Mr. DUNLOF. I think you have touched on a very significant point, 
Mr. Watts, when you raise the question of looking to the discovery 
•of oil and gas. A lot of the gas we produce in the industry is produced 
in association with crude, so we go out to seek crude oil and do so in 
the knowledge that you will produce, if successful, a certain amount of 
associated gas.

There are other areas in the United States that geographically, in 
the light of our experience, are identified as having more potential for 
gas, particularly as you go into deeper horizons, as you go further into 
the earth, the likelihood of getting gas is greater. We have just gone 
through an experience in the last decade where the control on the price 
of gas has been such that there just hasn't been the incentive to warrant 
the commitment of risk capital to the development of what you would 
feel would be essentially gas reserves.

As we identified, with that example before us we have deep concerns 
about the possibility of the same situation applying to crude oil in the 
event the incentive inherent in the price of crude is removed or 
curtailed.

Mr. WATTS. That is the point I had in my mind. If you have to plan 
these things a long time in advance, and you say you do, and the im 
ports have taken over the market in the future, certainly capital is 
not going to be committed to the further exploration in this country.

Then we find ourselves wholly dependent on foreign oil and a great 
diminution in the amount of gas we can produce. Then two things 
would happen: They would either raise the price so high or we would 
get cut off from it some way or another. We would be in a catastrophe 
either way.

It is your opinion that it would be penny-wise and pound-foolish 
to destroy our domestic industry, such as some other industries have 
been destroyed by not maintaining a flexible quota system ?

I know that this committee is interested in quotas because we have 
been harangued by some people around here that certain other indus 
tries have been put out of business because there wasn't a quota.

So if we have an oil industry that is functioning well with a quota, 
why should we put it in the same position as some other industries that 
we have heard a lot of squawking about ?

I thank you, Mr. Chairman.
The CHAIRMAN. Mr. Broyhill.
Mr. BROYHILL. First of all, Mr. Chairman, I would like to associate 

myself with the remarks of my colleague from Kentucky, Mr. Watts.
I am certainly impressed with the testimony of you gentlemen. In 

fact, I am alarmed by it.
As I understand the figures, even without the implementation of the 

task force recommendations, we are probably going to be totally de 
pendent on foreign imports by 1985.

You pointed out, Mr. Wright, that about half of the domestic con 
sumption would come from foreign imports. If we did not implement 
the task force recommendations, what percentage of those imports 
would be from the Eastern Hemisphere? Would it be a dangerous 
percentage?
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Mr. WEIGHT. The forecast we have made is based on the continua 
tion of the present economic incentives, in other words, the present 
price of crude, and the present tax laws.

So the forecast you have seen is based on continuing to do the same 
thing we are doing now. Of course, if you should go to the further 
reduction in price, indicated by the group, an 80-percent price de 
crease or a 30-cent price decrease, you saw in the chart what kind of 
a reduction that would make. It is substantial.

I think I might mention something else, too. I think from a national 
point of view, we have to look at the overall energy supply as an inter 
related problem. As I indicated before, much of our problem today in 
the power plant area is because the nuclear powerplants are not getting 
built like they should.

Therefore, the utility companies are having to go out and say, "I 
can't get my nuclear plants 'built, can I get gas?"

Mr. BROYHILL. May I interrupt you at that point ? On a previous 
chart, although you showed the increase in volume in the use of petro 
leum, you also showed a reduction in the percentage of total energy 
consumption. The percentage reduction of petroleum used was almost 
identical to that for nuclear energy.

Mr. WEIGHT. Essentially so. There are a number of things which 
can be done. If you go right across the whole spectrum of energy, there 
are a number of things that can be done to be helpful.

For instance, in the nuclear field, if we could resolve their environ 
mental problems a little bit faster, they have environmental problems 
and some are emotional and some are real.

But if those things could be resolved, if the approval of plants could 
be speeded up so we didn't have those delays, I am sure this would help 
them.

On the coal side, if we could have additional effort in the technology 
of solving the flue gas problem because of the sulfur problem, I think 
this is important to the Nation, because we do have tremendous coal 
reserves, and we really need to get these into production and into our 
energy picture.

As of the moment, the growth is very low. If we could solve this 
technology problem, then coal could be making a better contribution.

You get into gas, of course, there are several things that can be done. 
The most important would be to relax regulation on gas so that is 
would tend to fit into this interfuel competition a little bit more 
properly.

This is saying that gas is greatly underpriced compared with all the 
other fuels and, as a result, the market is up and the supplies are down.

This is something that needs adjustment.
Furthermore, we need to have brought forward by the Department 

of Interior more regular offerings of offshore property or leases which 
might be productive of gas and oil. If we had a regular system by the 
Government of making offerings of offshore acreage which is produc 
tive so that the industry could work on a regular basis, on a predictable 
basis, this would help.

Mr. BROYHILL. You feel it is possible, then, for us to arrange it so 
that we would not be so dependent upon the Eastern Hemisphere for 
supply.
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Mr. WRIGHT. What we have shown you in these charts is our pre 
diction of the way these things are going to go if we don't make some 
important changes.

The things I mentioned were some changes that could be made to 
help solve the problem.

Mr. BROYHILL. Mr. Ikard commented on the consensus or the lack 
of it. Of course, the task force is made up of Cabinet members and I 
presume they, being engaged in many other matters, they didn't have 
much time to spend in this field, and left much of the work to a staff.

Are you familiar with the composition of the task force staff? Are 
they students of oil and petroleum? Are they people experienced in 
the field?

Mr. WEIGHT. The staff work was done by a group under the direc 
tion of Dr. Areeda, who is, I believe, a law professor at Harvard. 
He had a group of a dozen or so young people who were making these 
analyses and studies.

As a category they were mostly people who are from the academic 
world. Some of them were graduate students, some were full profes 
sors, some part-time professors.

Mr. BROYHILL. Was the difference of opinion within that group 
or between that group and those who were more experienced in the 
field?

Mr. WRIGHT. I guess we have no insight as to the differences, 
which might have occurred between the members of the Commission. 
I know that in our relationship with them we felt that we had real 
difficulty getting through to these people.

The actual producibility of the United States, as an example. If 
in Texas or Louisiana we had a proration factor of 50 percent, they 
assumed that that meant you could double the production from the 
State, which is not true. That is not the way the thing really operates. 
Also, we had difficulty getting the Alaskan situation in perspective 
because my impression was that they listened to the rather expansive 
views as to what might ultimately be found in Alaska and assumed 
that those kind of reserves were available short-term and could be 
put on production rather rapidly.

The truth of the matter is that the thing we are talking about is 
not the ultimate number but what can be developed in the time period 
shown.

Mr. BROYHILL. I would be very much concerned about the imple 
mentation of any recommendations involving such a wide variance of 
opinion after a rather expensive and detailed research.

Next is a question that has been asked before, but it is one where 
possibly involving the greatest amount of emotionalism. It is whether 
or not the implementation of the task force recommendations, without 
regard to national defense, but with reference to the concern that 
so many of the American people have with inflation and increased 
costs, would result in an appreciable reduction in the price of gasoline.

Would it or would it not? If so, to what extent? I am talking about 
the longrun as well as the immediate effect.

Mr. WRIGHT. Let me be sure I understand your question. Are you 
asking that if, for instance ——

Mr. BROYHILL. So many people feel that the implementation of the
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task force recommendations would result in a reduction in the retail 
price of gasoline.

Mr. WEIGHT. I think one question is how it is handled. For instance, 
if it comes about with a tariff and it feeds the money into the Federal 
Government, then it doesn't necessarily get back to the consumer.

Mr. BROYHILL. I know Mr. Dunlop addressed himself to that ques- 
question in his statement. I just wanted to have it emphasized a little 
bit. Generally, a recommendation of this type will gain a great deal 
of support if there is a general inference drawn that it will cut the 
retail cost of gasoline.

Mr. DTJNLOP. I would like to respond to your question with the 
thought that temporarily, if you put in the tariff system, the tariff 
proposal, and used it as a mechanism for price control and drove the 
price of crude oil down to $2.50 a barrel domestically, you would get in 
the very immediate present some moderation in the price of gasoline 
and other products in the marketplace.

But I seriously question whether you would enjoy that for any 
length of time. I believe you would find the cost of imported oil 
to the American refiner would advance materially as we became more 
and more dependent, as our sources of domestic crude for one reason 
or another dried up and were no longer available to us.

I think you put your finger on a very basic consideration.
My own personal concerns with the task force report were directed 

to the objectives of that report. The objectives seemed more concerned 
with utilizing the proposal to control price rather than assuring this 
Nation of the energy supplies necessary to take care of our vital 
requirements.

This, I think, is something that is very important for all of you who 
have real deep concern.

Mr. BROYHILL. You are absolutely correct. That is the inference that 
was drawn.

Mr. DtiNLOP. That is right.
The CHAIRMAN. Mr. Ullman.
Mr. ULLMAN. I would like to join in welcoming our ex-colleague, 

Mr. Ikard, as well as the other witnesses.
I am quite concerned, also, about this Cabinet level report. I would 

take it that if that weren't in being, you people would come here with 
a totally different message, or you might not be here at all.

What kind of a document is this ? Is it a public document ?
Mr. IKARD. I assume it is, Mr. Ullman. It is a document that was 

released, if my memory serves me right, sometime early in February. 
This is a result of a study made at Cabinet level.

As Mr. Wright and Mr. Dunlop indicated, there was a working task 
force which was headed by Dr. Areecla, who is a law professor at 
Harvard.

They filed their report with the Cabinet committee. At least in 
my view, and I hope you do get a copy of it because I think it is appar 
ent, if you read it, there is really no uniform judgment in it except 
the one thing that runs all through it, is the importance of national 
security.

Where there is a variance, it is how you treat this concept. But it is 
the unanimous conclusion of the group that this is something that 
is important.

46-127—70^-P't. S———8
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Mr. ULLMAN. But the fact remains that it was signed by six mem 
bers of the Cabinet ?

Mr. IKAED. I think it is six, yes.
Mr. ULLMAN. I can understand your concern. What is the status 

of it now?
Mr. IKARD. It is being reviewed by the Oil Policy Committee created 

by the President to review this report, and, as I understand it, at some 
future date, a recommendation, I assume, as to what the future of the 
present oil import program will be. We are necessarily vague about it 
because we just don't know what the result of this new study will be.

Mr. ULLMAN. I am rather appalled by the discrepancies between the 
estimates of you people in the industry as to future supplies and 
sources——

Mr. IKARD. We feel, Mr. Ullman, as Mr. Wright pointed out, that in 
two or three areas the main variance as we view it is in the future 
supply area, and——

Mr. ULLMAN. That is the crucial area that the country is concerned 
about. That is the only reason we put section 7 in the national security 
section, to assure us because of future supplies. That is the only reason 
quotas were established in the first place.

Therefore, if we can justify section 7, then certainly we ought to 
have before us the kind of information that we need to make a judg 
ment as to whether in fact their assumptions were valid or were not 
valid.

Mr. IKARD. Mr. Wright in his statement has tried to give the in 
dustry's best judgment. His company did most of the analytical work 
but his statement represents pretty much, I think, the consensus of 
the industry viewpoint as to these same projections that were made by 
the task force.

Mr. ULLMAN. Those projections give me cause for a great deal of 
concern.

Mr. IKARD. Let me say that as you go along here, if there is any 
other information you need, of a statistical or economic nature, we 
would be happy to furnish it.

Mr. ULLMAN. The task force did not make any recommendation with 
respect to the National Security provision of the Trade Assistance 
Pact?

Mr. IKARD. No, sir.
Mr. ULLMAN. They are operating under that provision and assuming 

the continuation of it ?
Mr. IKARD. My recollection is that they were unanimous in their 

recommendation, that this was the underlying and significant thing. 
Where they differed was whether it ought to be handled by a tariff or 
quota or some other combination. It is the mechanical side of it father 
than the policy side.

Mr. ULLMAN. Turning very quickly and briefly to the charts that 
you presented, there is some confusion as to what you were referring 
to. We had a figure 6 and a figure 10. Figure 6 shows the imports. I 
think you said, Mr. Wright, that those projections were based upon 
the continuation of existing law.

Mr. WRIGHT. Yes.
Mr. ULLMAN. On that basis, you are projecting a slow, steady in 

crease in domestic production?
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Mr. WEIGHT. Right. We show a continued increase.
Mr. ULDMAjsr. I don't know what would happen if the results of the 

task force recommendation were implemented.
You say that would produce 80 cents a barrel less. That figure would 

go to the domestic production if the task force recommendations were 
implemented.

Mr. WEIGHT. What this says is if we go down 80 cents from the 
present case, which is a base case, we have about a 5 million barrel a 
day reduction in domestic production in 1985.

Mr. ULLMAN. I was also confused about the 30 cents. Are you im 
plying that that is the effect of the tax bill ?

Mr. WEIGHT. No.
Mr. ULLMAN. I didn't think that was when you mentioned it. I 

think there is some confusion.
Mr. WEIGHT. Let us start at the top. The top line shows our pro 

jection before the passage of the 1969 tax reform.
Mr. ULLMAN. Yes, I understand that.
Mr. WEIGHT. Following the passage of that tax bill, we now have 

what we call a base case. That is a projection on today's situation 
insofar as price is concerned and taxes are concerned.

Mr. ULLMAN. Taking the tax effect into consideration.
Mr. WEIGHT. That is correct. That is the same line you saw in the 

other chart.
Mr. ULLMAN. That is what I thought.
The CHAIRMAN. Would you yield to me at that point ?
Mr. ULLMAN. Yes, Mr. Chairman.
The CHAIRMAN. I reach the conclusion of 30 cents as being the effect 

of the tax bill because the difference between your base case and situa 
tion before tax bill looks to me like it is about the same as the difference 
between your base case and your minus 30 cents. It is not because you 
had 30 cents up there, but because of the similarity in the charts in 
those two instances.

Mr. WEIGHT. Essentially that is right.
Mr. ULLMAN. If the base case takes the tax bill into consideration, 

where do you get the minus 30-cent line?
Mr. WEIGHT. We get this line because the Areeda committee, as I 

recall, proposed that a tariff system be put in which would reduce the 
price 80 cents a barrel. This was the working group recommendation 
to the Cabinet committee. The Cabinet committee came out with a 
recommendation that a tariff be utilized and that the target be to drop 
the price 30 cents a barrel.

As I recall—and, Frank, you may help me on this one—the Presi 
dent, in reviewing this recommendation, essentially said let us extend 
the present system as it now is and I will appoint a Cabinet-level policy 
committee on imports and they will continue to study policy. We will 
leave the administration of this in the Department of Interior and they 
will continue to administer this.

Then he said over a period of time he was hopeful that this whole 
subject would be aired, that there would be hearings in the Senate 
and the House whereas a broad understanding of the problems 
might be gained by the important members of the administration 
and the Congress, and that the Policy Committee would make recom 
mendations in regard to these matters as time went on.
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So the 30 cents we used because this was a recommendation from 
the Cabinet task force. We used 80 cents because that was a recom 
mendation from the Areeda Committee. These are things which are 
still in the realm of possibility.

Mr. ULLMAN. Mr. Chairman, this whole problem is complicated 
and gives me cause for concern. It seems to me that this committee, 
having recommended the national security provision, should keep a 
fairly tight rein over it.

I just don't think that we should, with this kind of discrepancy in 
figures involved in this whole matter, leave it to the jurisdiction of 
someone downtown as to whether they are going to juggle the tariff 
or the quota system in this instance.

I would hope that we would keep a tight rein over this situation 
so that we can, in fact, have real assurance as to the protection of 
this resource in the future.

I think that is basically what we are talking about in this whole 
problem area.

Thank you, Mr. Chairman.
The CHAIRMAN. Mr. Bush.
Mr. BUSH. There has been a lot of comment, Mr. Chairman, in 

the committee, in the last few days on the effect on jobs.
Do any of you three gentlemen have a rough figure as to what the 

imposition of an 80-cent lowering in the price of crude would do in 
terms of jobs for people not just in my State but in other States that 
are affected by crude production and on through? Have you any 
handy estimate of that ?

Mr. DTJNLOP. I don't have that here, but we have made some studies 
in that regard. We would be glad to supply those data for the record.

Mr. IKARD. Mr. Bush, if I may have the right to correct the record 
if I am wrong, my memory is that we are talking something on the 
order of 250,000 jobs on the production side which represents a wage 
of something in the order of $2 billion a year.

This would be the numbers we are talking about. If you are talking 
about the whole industry, then you speak of about a million and a 
half, and you multiply that $2 billion figure by several times.

Mr. BTJSH. The minority, I think, had a figure of something like 
460,000 in the task force. If there was agreement by these expert 
witnesses, it would be interesting to get something on this point. This 
comes up on every other industry and I think it is important to 
know the effect of it on this one.

The CHAIRMAN. That will be helpful.
Without objection, it will appear at this point in the record.
(The following statement was received for the record from Mr. 

Ikard:)
POTENTIAL EFFECTS ON JOBS AND EARNINGS OF A TARIFF THAT FORCED THE PBICE 

OF DOMESTIC CRUDE OIL DOWN BY SO CENTS PEB BARREL
It would be impossible to estimate, with complete precision, the fuU effect on 

employment of a tariff that forced down the price of crude oil by 80 cents per 
barrel. The Task Force report gives some indication of the magnitude of the 
problem when it points out that the effects of such a change would vary from 
region to region.

For example, the report says in Paragraph 422: "Particular regions of the 
country where marginal production is concentrated could be severely affected by
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a precipitate relaxation of controls. . . ." Paragraph 410 includes this observa 
tion about the effect of a tariff-forced crude oil -price cut: "Localized dislocations 
could be quite severe and certain segment of the industry would undoubtedly 
be injured. . . ."

Since there would be such great variations in the impact of this change, not 
only among the producing states but even among producing fields within these 
states, a thorough study of the employment effect would be a major undertaking, 
requiring the collection of data that would not be publicly available.

The Task Force report does give some broad estimates of the effect of various 
tariff levels on direct employment in the petroleum industry. The estimate closest 
to the SO-cent tariff in question is the report's projection of the impact of a $2.50 
per barrel domestic crude oil price (which would mean a 90-cent addition to the 
present tariff). At that tariff level, the report says in Paragraph 230, industry 
employment could be expected to fall off by "perhaps 5,000 to 10,000 workers per 
year until the mid-1970's." Further on, in Paragraph 410, the report estimates 
the employment decline from a crude oil price cut to $2.50 at "about 7,000 jobs 
a year."

A difference of ten cents in the price of crude oil is very important in the 
•petroleum industry because profit margins are slim. So the effect of an 80-cent 
tariff would be more drastic than one of 90 cents. But even if we take the 90 cent 
example used in the Task Force report, it would mean a reduction of somewhere 
between 50,000 to 70,000 jobs in petroleum production over a decade.

This is equivalent—conservatively—to the loss of about one of every five jobs 
in the producing branch of the petroleum industry over that time period.

Paragraph 230 points out: "Employment effects would be most severe in areas 
where marginal production is now concentrated. Many of these areas are in low- 
income regions, where the alternative opportunities for some workers and re 
sources could be limited."

The Task Force report makes no effort to estimate the employment losses 
the decline in domestic producing operations would cause to businesses that 
service the petroleum industry—such as steel, chemicals, pipe and equipment 
manufacturers, and cement plants. However, it is estimated that for every job 
taken away in oil production, approximately two others would be lost in these 
supplying industries—many of them operating far from the producing states.

Therefore, over a decade we are talking about a decline of—at the mini 
mum—about 150,000 jobs, most of them in areas that are already depressed.

Paragraph 410 of the Task Force report dismisses the economic hardships 
anticipated from the tariff plan in those words: "Given the mobility of invest 
ment and employment in the economy as a whole, however, any weakening 
of the national economy that might occur would not be severe."

"Severe" is, of course, a highly subjective term. Obviously, the effects of the 
tariff plan on the nation's economy as a whole would be less severe than 
on the oil-producing states—with the latter suddenly faced with widespread 
unemployment, business declines, economic distress, and shrunken revenues. 
Moreover, statistics are inadequate to describe the suffering of thousands of 
families whose breadwinners were suddenly deprived of their jobs, and their 
occupations.

The Task Force report makes no mention of the dollar loss to American 
Labor as a result of its plan. However, John G. Winger, Vice President of 
The Chase Manhattan Bank, presented a computation on this subject when 
he testified on April 6 before the Subcommittee on Mines and Mining of the 
House Committee on Interior and Insular Affairs.

On that occasion Mr. Winger said: "If the price of crude oil in the United 
States were forced down by 30 cents per barrel or more, the petroleum in 
dustry could be expected to curtail severely the amount of money it would 
spend on the search for more petroleum. The maximum outlay that could be 
expected over the next 15 years would be no more than 30 billion dollars. 
That would represent a reduction of 45 billion dollars from the outlay that 
might be expected if current conditions remain unchanged. The industry would 
continue to spend for the purpose of protecting investments already made. 
But, it would be unlikely to initiate new programs. The impact of the spending 
cutback would have broad repercussions. Labor would lose approximately 12 
billion dollars. Federal and state treasuries would be deprived of nearly 9 
billion dollars of revenue from the sale of leases. The business loss to the 
steel industry would amount to approximately 8 billion dollars. Business organ-
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izations involved in exploration activities would lose more than 7 billion dol 
lars. And a wide range of service companies would lose well over 6 billion dol 
lars of business."

Queried later about the effects of a tariff that forced the price of crude 
oil down by 8 cents per barrel, Mr. Winger gave these estimates:

The maximum outlay that could be expected in the search for petroleum over 
the next 15 years would then be no more than 20 billion dollars—a reduction of 
55 billion dollars from what would be anticipated if current conditions remained 
unchanged. A spending cutback of this size would mean a loss of approximately 
14 billion wage dollars to labor over the 15 year period. Federal and state treas 
uries would be out nearly 11 billion dollars of revenue from the sale of leases. 
The business loss to the steel industry would amount to approximately 9 billion 
dollars. Business organizations involved in exploration activities would lose more 
than 10 'billion dollars. And a wide range of service companies would miss out 
on well over 7 billion dollars worth of business.

Still another indicator of the drastic employment consequences of an 80-cent 
crude oil price cut can be derived from the projections of an economic model of 
the independent segment of the petroleum industry. This model, prepared by the 
Independent Petroleum Association of America, brought out that under either a 
25-cent or an 80-cent reduction in crude oil prices "the independent would be 
eliminated, for all practical purposes, from domestic exploration and develop 
ment activities" by 1975.

This analysis, which was made public last February, also found that: "The 
sharp drop in expenditures for exploration and development would be followed 
by gradual but accelerating declines in production."

Under an 80-cent per barrel price reduction, according to this projection, by 
1975 independents would be producing about one million barrels less of oil each 
day than their forecast output if present trends continue. This would be a decline 
of 44 per cent from the level of production attained by independents in 1969.

The gradual, but rapid, dissolution of independent producers, brought about 
by a tariff-induced price cut, would mean unemployment for many thousands of 
skilled petroleum workers, with little chance that they could find new opportu 
nities to practice their trade in an industry forced into a decline by governmental 
policies.

Mr. BUSH. I would like to emphasize in regard to Mr. TTllman's 
line of questioning that there wasn't unanimity in this task force 
report. Maybe there were six in the majority, but of the six there 
were two, the Secretary of State and the Secretary of Defense, who 
made additional comments. Defense said if this would result in a 
decline of domestic exploration they would be against it, I think 
testimony is heavy that it would result in that.

Mr. Ullman, it was a divided report at best with four separate 
reports, you might say majority, minority, and at least two exceptions 
to it.

I have just one or two quick questions on it. It seems to me there 
have been some new happenings since this task force reported. Would 
one of vou gentlemen care to comment on developments in the Middle 
East? We have heard since the task force report protestations out 
of Africa, and in the Middle East about curtailing production. Do 
you view these as serious at this point, or is this more propaganda ?

Mr. WEIGHT. Congressman Bush, of course several things have 
been happening in the Middle East. I guess the most dramatic and 
latest one is in Libya, where the Government has been pressing for 
increases in the price of crude here for the last several months. This 
is in a period of negotiation at the present time.

You may have also seen in the paper, and I get this from, the 
press, and it is not inside company information at all, that they are 
curtailing some of the American companies' production in Libya 
at, the present time, perhaps arbitrarily. I think this is the sort of 
thing we have to be concerned about, along with many others.
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Mr. BUSH. The other is that it seems to me that there is almost a 
unanimous feeling, certainly among people in the industry and it is 
beginning to be understood in consumer areas, about the gas shortage. 
The oil import gas study did not come to grips with the gas shortage. 
Is this a real thing in the minds of the industry, the people who are 
producing the gas ?

Mr. IKARD. There is no question, Mr. Bush, but what this is very 
real and fast becoming a very critical problem, the matter of future 
gas supply.

Mr. BUSH. What is the answer to it ?
Mr. IKARD. The answer to it is the one Mr. Wright gave a few 

moments ago—that is some modification of the regulatory policies to 
where gas can be priced in the market where it should be and not 
underpriced where it creates a demand that, on account of the price, 
you can't generate the interest to supply.

Mr. WRIGHT. Let me make an observation on this price thing, which 
maybe hasn't been made to this group. Gas is priced in the gulf coast, 
say, at something around 20 cents a thousand. It takes 6,000 cubic feet 
of gas to be equivalent to one barrel of oil, insofar as heating is con 
cerned. Therefore, on an oil basis, gas is priced at $1.20 a barrel, almost 
one-third the price of oil. The economics of the industry reflects this 
difference. So when we look at gas under the present conditions there 
is no question but that this enters into the effort that you put into 
looking for gas. Really, gas at some stage in the game should be on 
a competitive basis with the fuels with which it competes.

Mr. BUSH. In your view, an imposition of a tariff svstem either to 
break the price by 30 or 80 cents would inhibit exploration for natural 
gas, then, and thus make worse the problem of supply to the consumer 
in New England ?

Mr. WEIGHT. Well, it affects the supply because about 25 percent 
of the gas produced today is produced with oil. So when you reduce 
your oil production, naturally you reduce your gas production.

Mr. BUSH. One last question: On the proration function by some 
of the regulatory bodies, I think there is an erroneous assumption that 
the regulatory bodies in the State of Texas and in other States are 
rationing production in order to keep the price high. I feel that this is 
one of the gross misunderstandings of the whole oil import question.

I would like to have these experts on the record tell exactly what 
the proration factor is in this today and whether it is, in effect, a 
rationing to keep the price up or whether it is conservation. I think it 
is essential to this discussion that people will understand that.

Mr. DUNLOP. Actually, under the present situation essentially all 
States, with one possible exception, are producing at their maximum 
efficient rate. We are fast approaching that level in Texas. The only 
State in which there is an appreciable difference between current pro 
duction and MEE is in the State of Louisiana.

Mr. BUSH. Some of these gentlemen may not know what MER is. 
We are operating in Texas at about 65 percent today. Does that mean 
we can open the valves in Texas and produce another one-third today ?

Mr. DUNLOP. No, sir, it does not. MER, as a matter of explanation, 
is the maximum efficient rate at which you would produce a field in 
order to achieve maximum recovery of oil in that reservoir under 
sound conservation practices.
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Mr. BUSH. Mr. Chairman, this is fundamental. "We had an assistant 
to Mr. McCracken, the economic adviser, make a speech the other day 
in which he assumed that because the allowable was set at 65, or what 
ever the percent is, that this means that you can open the valve and 
produce one-third more. As long as there is that much misunderstand 
ing on this question, I don't think we are ever going to get this thing 
properly put in perspective.

I interrupted you, sir, excuse me.
Mr. DUNXOP. I was just identifying the fact that it will not be too 

far in the future, in light of the increased demands that are identified, 
that Louisiana will be producing at an essentially MER rate.

I would like to supplement your comment, "Mr. Bush, on the gas 
situation. In 1968 the industry added to reserves about two-thirds of 
the gas consumed. In 1969 the industry added to reserves only, essen- 
tialy one-third. This, I think, is the trend that we have grave concerns 
about, because there just is not the incentive to increase the risk capital 
in the effort to discover gas reserves.

Mr. BUSH. Mr. Chairman, that is all I have. I do have a bill intro 
duced which would permanentize the oil import program. I am not 
wed to it, but I do hope that there is some meaningful way that this 
committee can assert itself and lay to rest the kind of problems we have 
in the administration and also the problems we have in the Congress. 
I am not wed to the details of this bill, but I have been impressed with 
Mr. Burke's plea and others' pleas for import restrictions, and I think 
we should go into this very deeply.

How can these people plan if you have this tariff thing hanging over 
their heads as far as investments? I am not wed to the legislation I 
have introduced but I think we have to do something to see that people 
can plan ahead in the face of these overwhelming statistics.

The CHAIRMAN. Mr. Burke.
Mr. BURKE. I am a little bit intrigued at the change of heart in the 

oil industry regarding the task force. The task force was first an 
nounced by President Nixon in February of last year and the oil indus 
try hailed the President's appointment of the task force.

Now the oil industry hails the President's refusal to act on the rec 
ommendations of the task force. Would you tell us why the change of 
heart?

Mr. IKAKD. Mr. Burke, there has been no change of heart.
Let me first say that we made the request of the previous adminis 

tration that there be a review of this program simply because we felt 
that there has been exceptions that had grown up, there had been 
announcements of policy which we felt should have a public review. 
We suggested this to the previous administration. It is not important 
now, but indications were that they were giving consideration to it.

About that time the election came along. We renewed the request 
with what is now the Nixon administration. That administration saw 
fit to establish a Cabinet committee to investigate and to review this 
program. The mere fact that we made that suggestion does not carry 
with it the implication that we necessarily have to agree with whatever 
findings the group makes. We did thing there should have been a 
review. AVe think now there should have been a review. We had hoped 
that when such a review came about, it would be a public review in
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which all aspects of the program would be reviewed. However, in this 
instance, for reasons we have stated here, we do not believe there 
was an ability to get the kind of inputs that would bring about the 
overall objective to the review, which was to look at the whole pro 
gram and the effect of it. I hope that answers your question.

Mr. BURKE. Some people interpret it as a move on the part of the 
oil industry for a study and to use it as a means to block the Machias- 
port project in Maine.

Mr. IKARD. As a matter of fact, if you. review the record you will 
see that the request for the review was submitted prior to that time, and 
I am the one who initiated the request in a letter that I wrote. That 
first letter was written in the summer before, if my recollection serves 
me right, and I reserve the right to get my dates straight, long before 
I knew anything about the Machiasport problem. I am not implying 
that we were in agreement with that proposal, because we opposed it. 
I am only saying that that was not the reason for the suggested 
review.

Mr. BURKE. As you know, we in New England have asked for im 
ports of 150,000 barrels of oil a day of home heating oil be permitted 
into the east coast to help stave off future shortages and reduce the 
spiraling price of home heating oil in our region. Humble Oil Co. 
just announced an increase of 1 cent per gallon for the coming winter; 
that will cost the consumers of New England $45 million alone. How 
do you feel about our proposal for relief? Do you think that we are 
unreasonable in the Northeast in asking for 150,000 barrels per day 
when you consider that the Humble Oil Co. has one refinery in Louisi 
ana that produces three times that much oil each day ? How can it pos 
sibly hurt the national security to allow an increase of imports of less 
than 1 percent of U.S. consumption to aid in the fight against inflation 
which, after all, is a fight that is essential in our long-term security ?

Mr. WRIGIIT. I guess I better take on a part of that answer.
Looking at the heating oil situation, this came in for a great deal 

of review at the time the Machiasport project was under consideration. 
I think at that time it was pretty well established that insofar as New 
England was concerned they had some increasing costs at the retail 
level for heating oil.

On the other hand, however, the wholesale price of heating oil in 
New England was essentially no higher than it was in the Middle 
Atlantic States, except for a fraction of a cent for transportation. 
What happened in New England was that the margin between the 
wholesale and the delivered cost to the homeowner over a period of 
the last 4 or 5 years has gone up something like from 4 cents to 6 
cents a gallon. This was all in the distributing end of the business, 
and this is brought about by the fact that these distributors are in a 
highly labor intensive business. In other words, they have truck- 
drivers and trucks, and in New England, particularly, they have, 
relatively speaking, small towns, difficult roads, snows, and all these 
kinds of things. So the retail margin did go up over this period. 
But as far as Ave were concerned, we are the one who sell wholesale 
and we are not the ones who distribute to the homes.

New England, as far as we are concerned, is getting its wholesale 
fuel oil at about the same price as every place else in that general part
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of the country. I don't think it is being subjected to discriminatory 
action in this regard.

Now speaking of the price itself, we have not posted any new prices 
on heating oil. We have submitted contracts for cargo buyers, for 
firm volumes with a fluctuating price throughout the year. The over 
all weighted average increase is half a cent, a gallon. This is the first 
increase in 3 years. This is a 5-percent increase over a 3-year period, 
which, compared with the increases in cost, is probably not enough to 
cover it. So I don't really feel that New England is in much different 
shape than many other parts of the United States.

Mr. BURKE. We have had many complaints up there during the past 
few years where oil supplies have run down very low. In fact, one 
time the distributors came down here to Washington and practically 
said the tanks were almost empty. I think when you have a condition 
like that, particularly up in the northeast part of the country where 
it gets very cold—we have severe winters up there in some parts of 
New England—I think there has to be some consideration for that 
part of the countrv to be sure that we have adequate supplies. I can't 
understand why the request of 150,000 barrels a day would have that 
much of an impact on the oil industry.

Mr. WEIGHT. Let me raise a question with you: Do you know of any 
case where people didn't get heating oil during these past few 
winters ?

Mr. BTTRKE. I know of cases where the suppliers, the distributors, 
had tanks that were empty. Fortunately, the weather was a little 
warmer during those periods. We weren't faced with heavv snow 
storms. But had we been hit with heavy snowstorms with severe drops 
in the temperatures, we would have had a real problem there.

Secretary of State Dulles used to brag about brinkmanship. I think 
that is what we were on. the brink of real chaos up there. That is what 
concerns us.

We would like to be assured that there is going to be a sufficient oil 
supply at a reasonable price. Without interrupting you, there are 
people in our area who believe that the views of this administration 
are to cutoff the whole Northeast shelf and just forget about it. While 
you are going to have quotas on oil they are going to glut the market 
with shoes, textiles, sporting goods. They are going to create a lot 
of unemployment. We are trying to get them to change their thinking 
a bit. I know that has nothing to do with you, but it seems to me if 
the President has established a task force he should carry out their 
recommendations or reject them, one or the other. I don't think he 
should hang it up in the air and leave your industry in the dark and 
leave the people in New England in the dark, which he has done. In 
other words, he hasn't satisfied either side.

Mr. WEIGHT. Let me go back for a moment. The only period, I 
think, in recent years where we had a storage problem, an inventory 
problem, was during the Suez crisis in 1967. We entered the fall of 
1967 with our stocks somewhat low because of the fact that we 
were shipping 200,000 barrels a day to England of crude. We were 
using tankers to make that movement at a time when Europe Was in 
.need because of the Suez shutdown. We entered that fall with the 
stocks somewhat low. I know I had a session with Senator Bobby Ken-
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nedy on this matter. I went over the problem with him in considerable 
detail. I told him at that time that as far as Humble was concerned, 
we were going to supply our customers our full commitments and take 
care of them for our share of their business, regardless of weather. This 
is the kind of policy we have been following all along. In the contracts 
that we write today we fulfill all of our commitments with these people. 
In case of a severe winter, we also take care of our share of their sup 
plies for that purpose.

As an example, if we are supplying a man half of his demand and we 
get a severe winter which calls for additional supplies, we feel obli-

Eited to take care of half of his additional supplies because of weather, 
ast winter was the worst winter we have had in a long time. It is what 

we call a one in a one hundred year winter. In other words, the worst 
one we have seen. This was a real tough one. So far as I know, and we 
kept real close track of stocks, no one went cold in New England be 
cause of lack of heating oil. If there was a case we didn't happen to 
see it. But we did keep real close track on everyone's stocks as well as 
our own.

Insofar as we are concerned, I think we are supplying about 30 per 
cent of the cargo movements into this area. I don t think these people 
failed to get oil to fulfill their commitments.

Let me make one more point. The heating oil business, the home heat 
ing oil business is not a rapidly growing business. This grows at 
about 1.5 percent a year in overall total. So the growth factor is not 
a thing of real consequence.

Mr. BURKE. Up our way we have a lot of people installing gas in 
their homes.

On this distribution of oil, you must understand when the oil sup 
plies drop at the distributor, he has a tendency of delivering oil to his 
cash customers, and the AA-1 credit customers, and the poor family 
who has a difficult time with paying his oil bill sometimes is on the 
lower end of the ladder as far as deliveries are concerned. This is what 
bothers me. If the oil supplies get down as low as they were, I believe 
in 1967 or 1968, around the first of April, those people are in a bad 
situation.

We have had snow as late as the first of May in New England. The 
temperature kind of fluctuates up there. Sometimes we have a warm 
spring and sometimes we have a cold spring. When those supplies run 
down low there is a tendency on the part of the oil distributor to take 
care of his top credit customers first. In a lot of cases, of course, people 
are not going to go out and tell you their real need for oil in some of 
these poor areas. That is what bothers me and it bothers most of the 
congressional delegation from New England.

I would hope that there could be some arrangement made where we 
could get that 150,000 barrels a day because in our opinion it is vitally 
needed up there and it would ease the feelings of a lot of people there. 
I would also hope that the oil industry would support the Machiasport 
project. Maybe that is too much to ask.

Sometimes I indulge in a little wishful thinking.
I would only hope my good friend from Texas, Mr. Bush, will give 

me the same support on quotas for shoes and textiles that he gives the 
oil industry.
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Mr. WRIGHT. Congressman, insofar as the Machiasport refinery was 
concerned, we really had no concern about a refinery being built at 
Machiasport. The problem we were concerned about was the free impor 
tation of products into the United States even inside import controls. 
That was our problem. You see, this is the sort of thing that brought 
about this whole look at the whole import question. It wasn't the 
thought that the import controls themselves were bad, but it was the 
administration which handed out special favors or special quotas for 
special purposes which were not consistent and not really tied in 
with national security. That has been our problem.

Mr. BURKE. I can understand why some industries favor quotas. 
The oil industry does affect our national security. But can you picture 
an Army without shoes ?

Mr. IKARD. No, sir.
Mr. BTJRKE. Can you picture them without clothing, without over 

coats in the winter, rubber footwear or rubber ponchos, things that 
they have to wear? Can you picture the United States being able to 
support an army, navy, air force, and marines without the leather 
industry, the rubber industry, the textile industry ?

I think on the request of some of us in New England and other 
sections as in the South, we have the question of security involved 
there. That is what we are trying to get across to some people, but we 
don't seem to have the success your industry has. Maybe with Mr. 
Bush's support this year we might be able to convince some of the 
other people.

Mr.ULUVIAN (presiding).Mr.Landrum.
Mr. LATCDRTJM. Mr. Chairman, I would just congratulate these gentle 

men on presenting a very, very enlightening statement, one which I 
think will provoke a great deal of effort on the part of the committee 
members to produce legislation that will protect our national security.

Our actions in developing foreign trade policies must ultimately re 
late to that subject of national security.

I would agree with Mr. TJllman, Mr. Bush, as well as my dear friend 
Mr. Burke, especially, in regard to his statement that we must do all 
that we can to protect our national security.

With that general statement, I want to make this specific observa 
tion : I believe our former colleague and warm friend, Mr. Ikard, has 
defined in the most concise and yet the most eloquent terms this morn 
ing what national security really is, what constitutes national security, 
better than anyone I have heard.

I want to congratulate you, Frank, on that statement.
Mr. IKARD. Thank you, Mr. Landrum.
Mr. LANDRTJM. Whether we are dealing in petroleum or other natural 

resources, or whether we are dealing in manufactured products, tex 
tiles, shoes, apparel, or what, it all must ultimately relate to this busi 
ness of national security. National security is tied very closely to the 
three phases you present.

I want to thank you for this very enlightening statement.
Mr. ULLMAN. Mr. Burleson.
Mr. BtiRLESON. Mr. Chairman, I know time is running out and I will 

be brief.
I want to associate myself with what the chairman said earlier, and
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what Mr. TJllman, Mr. Bush, and others have said, about the timing of 
the administration's actions, whatever that action may be in connec 
tion with the recommendations now under study.

Mr. Chairman, I don't want to pass judgment on a bill, after which 
the administration may take action going to a tariff system, rather 
than a quota system now in effect. It seems to me that this committee 
is entitled to have some indication as to what the administration 
expects to do. I have wondered why a task force in the first place. It 
was my idea when I knew about the study that was going on by the 
academics of Harvard that they were looking at a matter of tightening 
the present imports program. Then they turn up with this recom 
mendation which, it has been pointed out, with a division of opinion at 
the Cabinet level there appear two dissenters and two more with very 
serious reservations. Now we are asked to pass on a very complicated 
situation without anything in front of us to know what may come of 
this study that is now in progress.

It seems to me, Mr. Chairman, that this committee would have the 
right and the responsibility, the duty, to insist that we know some 
thing about what is coming from this report before we act.

Mr. Wright, the next point might be appropriate to address to you. 
The only reason I can see for the task force having for making the 
recommendation it has is under this fallacious idea of a consumer 
interest. Can you see any other reason that they would recommend 
a tariff system instead of a quota ?

Mr. WRIGHT. I think that is probably right.
Mr. IKARD. I would add one thing as a facet of that, Mr. Burleson. 

That is that I think there is a number of people who want to develop 
an area of Federal price control, which this kind of a thing would 
bring about, as they suggest.

Mr. BrjRLEsoN. I think that is probably central to the whole idea. 
I think it can be definitely proven that this is not a consumer interest. 
You pointed out the reasons why. We are oriented to the consumer 
now. Some of the people who are thumping the tub hardest seem to 
have the idea that the consumers nre an entity up here some place, that 
it doesn't touch anybody except when it penetrates this group.

That is the only reason I would see for such a recommendation.
Yet, Mr. Chairman, with all the serious implications involved, we 

still don't have the information.
You pointed out disruptions of supplies in the Middle East and 

North Africa, eight or nine times in the last decade. This is a question 
that has concerned me in the task force report.

Do you see anything in the report, any consideration being given, 
not only to supplies here and how it would disrupt, owing to the 
system they recommend, and how it destroys incentives which were 
already tremendously low in status—^an you see anything where con 
sideration was given to protecting adequate and dependable supplies 
of oil to our allies in Western Europe, including Israel ?

Mr. IKARD. None whatsoever.
Mr. BTJRLTCSON. Here is a vital part of a world situation with no con 

sideration given to the very real possibility under circumstances which 
have existed before, and particularly as they are emphasized now, 
under current conditions, with the very real possibility of the Soviets
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getting control of the great production reserves of the Middle East 
and North Africa.

Seemingly, the task force gave no consideration to this. It is a con 
tinuing process of world sensitivity by reason of the longer range 
ambitions of our adversarias. It seems to me our Nation would be 
terribly derelict to ignore these possibilities. To permit additional oil 
imports into the United States could have no other effect but to in 
crease this danger.

Here, again, Mr. Chairman, they are not only talking about security 
and defense for the United States, but those who have a mutual fate 
in the event of another war. Seemingly they have given no considera 
tion to it by design or otherwise.

Mr. DUNLOP. An observation on your comments, Mr. Burleson: 
During the 1967 crisis when certain areas of Western Europe were 
shut off, you will recall that those who delivered to certain countries 
were in turn boycotted by certain of the supplying nations in the 
Middle East. So I think the point you make is very genuine in terms 
of our international relationships with our allies.

Mr. BURLESON. In the past several days of discussions here in this 
committee references have been to labor costs in produce textiles, shoes 
and other things. The same measure can be applied to about any 
commodity, where raw or manufactured. If we want to open the 
gates of immigration and bring in 40-cent or 50-cent a-day labor, 
would apply just about the same as other industries referred to.

Mr. Chairman, I will not take more time.
Mr. TjLLi\rAN. Mr. Gibbons.
Mr. GIBBONS. How much does your industry spend a year on ex 

ploration and development?
Mr. IKARD. Something on the order of $4 billion.
Mr. GIBBONS. That means that with the protection you get from 

the quota system, you are spending about half of the dollars on explor 
ation that you are getting in benefit this coming year, that the 
Congress has given you, when you consider percentage depletion, 
intangible drilling costs, and this $5 billion bonanza here. You are 
only spending about half of the money that we as consumers give you 
for what you say you need to spend. Why don't you spend all the 
money that we give you for that purpose ?

Mr. DUNLOP. We spend a good deal more, Mr. Gibbons, than what 
you allude to. In the first place, take into consideration the operating 
expenses and other items.

Mr. GIBBONS. Every other business has that.
Mr. DUNLOP. Yes.
Mr. GIBBONS. As I have listened to you for the period of the last 

couple of years and you say you need the tax advantages through 
intangible drilling cost, percentage depletion, and now the important 
quota, so you can go out and make this country safe. I want to be safe. 
But I want to know how you. are spending the money we give you ? 
You say you are spending about $4 billion out of about $10 billion 
we give you every year on this kind of purpose.

Mr. DUNLOP. How do you arrive at the $10 billion figure ?
Mr, GIBBONS. I was taking $1.3 billion that percentage depletion 

yields you, the 1.9 that intangible drilling itself yields you, the sub-
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stantial amount that foreign tax credit yields you, the $5 million at 
least that this import quota yields.

Mr. IKARD. If I may say, sir, I don't think that figure of $5 billion is 
any more valid than if you would say that the Japanese could make 
automobiles 20 percent cheaper than we can make them; therefore, you 
should take 20 percent of the cost of every American automobile and 
say that is what the consumer is paying for it. I don't think you can 
arrive at the cost of a program without taking into account the impact 
on other industries, what it means in loss of employment, what it 
means in loss of income.

I obviously don't agree with you on that figure. I could not accept 
the figure of $5 billion on this program as being anything like what 
the cost of it is. In fact, I would be surprised of you really worked 
it out if it came to one-fifth of that.

Mr. WEIGHT. I think, Congressman, you have to recognize that in 
tangible drilling, as an example, has to be paid for and we pay for 
it. The only question is do we charge it off this year or charge it off 
over 3 to 4 years. This is no gift. I think we made the point many 
times, and I am sure we made it last year when we were looking at 
this tax matter, that the oil industry is not making exorbitant profits. 
The oil industry return on investment is no higher than other manu 
facturing.

Mr. GIBBONS. I understand that.
Mr. WEIGHT. What this means is that within this complex system 

within which we work when we put it all together we are not making 
more profits than anyone else, particularly. I think we have demon 
strated before that we pay taxes at least equivalent if not higher 
than other industries, when you put the whole package together. 
Therefore, I think from a business point of view if you were thinking 
in terms of a further reduction of depletion and this sort of thing you 
will come around to the same kind of thing we are talking about here, 
in the reduction in the price of crude.

Mr. GIBBONS. You have apparently done some strategic planning, 
and I think it is a good idea to have somebody outside the Defense 
Department looking at the strategic needs and defense needs of this 
country. What kind of force concept was your strategic planning 
based upon, sir ?

Mr. IKARD. I didn't understand you.
Mr. GIBBONS. I was really directing this question to Mr. Wright 

because he was rebutting the report that we have on the oil import 
question. When you were basing your rebuttal on the oil import ques 
tion study, what kind of force concept did you have in mind that this 
country needed to defend itself ?

Mr. WEIGHT. Are you talking about a military force ?
Mr. GIBBONS. Yes.
Mr. IKARD. I am not attempting to be a military expert in any 

way.
Mr. GIBBONS. You say we need it for national defense, I guess some 

body in your agency, in your company or your association, made some 
kind of assumptions because you rebut all the assumptions that are 
made in this report, as I understand it. Are you talking about a nuclear 
war or a nonnuclear war, or what kind of war ?
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Mr. WRIGHT. What we are endeavoring to do is to create an economic 
atmosphere in which our industry can supply the United States 
during times of interruptions of supplies from abroad. This is really 
our main thrust. The kind of things we are thinking about are things 
such as Mr. Ikard mentioned in my introduction, supplies which might 
be interrupted by either political action abroad or by happenings 
within countries abroad which may not even be to the credit of the 
rulers of those countries abroad.

As an example, during the Suez situation in Arabia workers went 
on strike and shut down Arabian production for a while. The King was 
friendly with the United States but he had a situation within his 
own country which shut down supplies.

My only point is these are not necessarily wars, not necessarily 
nuclear wars, that bring about these situations. Also Egypt shut the 
Suez Canal, which threw everything into a crisis for a period of 
time. You also had Iran where there was nationalization for 3 years. 
These are the kinds of things which we see as being ongoing possi 
bilities from which we should defend ourselves.

Mr. GIBBONS. Then national security isn't really your objective. I 
guess it is the national day-to-day living.

Mr. IKARD. You can call it the national economics.
Mr. GIBBONS. It is not just our security from attack, although that 

is what you cloak the argument in. It is really business as usual. Isn't 
that what you are talking about ?

Mr. IKARD. We are talking about national economic security.
Mr. GIBBONS. You are talking about national business as usual 

rather than national economic security.
Mr. LANDRTTK. What is the difference between business as usual and 

national security ?
Mr. GIBBONS. A lot of emotional difference, Mr. Landrum.
Mr. LANDRUM. That seems to be what you are driving at. I am dis 

turbed.
Mr. GIBBONS. I have read the report, Mr. Landrum. I will quote 

from page 30 of the report. "As will appear in detail," this is a report 
read by the Secretary of Defense——

Mr. LANDRUM. I read the report.
Mr. GIBBONS. "As will appear here in detail, the risk from interrup 

tion of all supplies do not in the.main concern any danger to the 
functioning of the nation's armed services. The military needs of the 
Ration in an emergency, even if all requirements had to be procured 
in the United States, are such a small fraction of the total domestic 
consumption of oil that the demands for the armed services are un 
likely to be placed in jeopardy."

Mr. BUSH. Will the gentleman yield on that point ?
Mr. GIBBONS. Yes.
Mr. BUSH. I discussed this with the Secretary of Defense. The 

Secretary of Defense, as you will note in his exception, does take an 
exception, provided there is a decline in domestic exploration. But 
what he was talking about in that portion of the report was simply 
the national defense in a very narrow sense, or national security in 
the very narrow sense, of sustaining a military operation in some 
foreign part of the world. What he wasn't addressing himself to, I am
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confident after our discussion, were things like Mr. Burke is concerned 
about, the heating, the fuel, food, and fiber of people in other parts of 
the country. I think they are totally related, but I think there is 
this technical difference between the military saying we can run 
our army for a certain period of time to keep secure a source of 
supply, and the national security in a much broader concept of what 
is good for most of the people.

Your point, Mr. Gibbons, I am inclined to agree with to some 
degree, but it is more than business as usual. This industry is funda 
mental to the well-being, the heating, the mechanization of our entire 
country. I think that is the difference. This is true national security.

Mr. GIBBONS. I think you are right, but I am criticizing the industry 
for masquerading under the national security banner when really 
it is business as usual, and that is all it is.

Mr. IKARD. Mr. Gibbons, I tried to point out in my statement the 
very point that economic security was in the statute, and that at least 
from our viewpoint probably would be the primary consideration 
rather than secondary.

The statute says: "The President shall further recognize the close 
relationship of the economic welfare of the Nation" to our national 
security.

This is the point upon which we are pitching what we are saying, 
rather than, as you indicate, a nuclear war or something like that. 
We try to make it very clear that while we don't think in this day 
and age you can divorce yourself from that kind of a situation, we 
all recognize and hope it won't happen.

What we are really talking about is economic security, and I assume 
that this is precisely the point you are making.

Mr. GIBBONS. If it is the economic security of the country as well as 
the national security of the country, how can you justify a rigid quota 
•for one part of the United States and a flexible quota for another part 
of the United States?

Mr. IKARD. This is a regional situation where there is historically, a 
deficiency. It is based on a need basis. It is the way that transportation 
and movement of crude oil in the industry has been. It works to the 
public interest to have it that way. At least, that was the determination.

Mr. WEIGHT. Mr. Congressman, I think we might say to you that 
there is some sentiment for combining districts through 4 and 5. The 
truth of the matter is my own company recommended to the task 
force that this be done, but then the history of this is such that they 
haven't had good movement of crude and products over the Rocky- 
Mountains, and the west coast has had a different situation than the 
rest of the country. We understand very well why this has taken 
place.

Mr. GIBBONS. How much is one of these oil tickets worth ?
Mr. WEIGHT. They run around $1.40 a barrel.
Mr. DUNLOP. It depends on the area of the country. In my par 

ticular testimony I identified the fact that the task force spelled out 
a figure of $5.1 billion as the cost to the consumer. That was based, 
insofar as we are able to determine, by the value of a ticket in district 
1, a value of a ticket in so-called districts 2 through 4, and then district 
5. They came out with a weighted average figure of somewhat under

46-127 O—70—rpt. 8———9
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$1.20, and then they just took the total demand figure as they saw 
it and multiplied, getting the resultant figure of 5.1 billion.

I think this is one of the areas with which we have real concern. 
They did not recognize the flow-through benefits that come about as 
a result of payments by the industry to political subdivisions and the 
Federal Government, and for other purposes, having defense implica 
tions. Defense implications in this case rather than national security 
implications.

As I mentioned, quoting Under Secretary Train's testimony in seek 
ing to reconcile these figures, the 5 billion figure was brought down to 
a figure in the neighborhood of $1 billion as the so-called net resource 
cost to the United States for the maintenance of the national security 
interest as a result of the import quota system.

Mr. GIBBONS. I take it from your testimony that you, as an industry, 
also criticize the mechanics by which the present system now operates. 
Have you any suggestions as to how the Congress ought to improve 
this system ?

As I understood, you were criticizing some of the unfairness or 
inflexibility of the system.

Mr. DUNLOP. I mentioned the fact that I thought the system was 
not perfect. I think we were directing our thoughts there to the fact 
that the system should be administered with a view to the national 
security aspects rather than some of the other purposes for which 
the system could be used and, in effect, we should stay on target, that 
target being the preservation of the highest degree of national security 
that is in the interest of the people.

Mr. GIBBONS. I understand that quota restrictions also apply against 
Mexico and Canada. Can you give me again—and I realize you have 
talked about this a little while ago—what is the rationale for security 
in applying quota restrictions against Mexico and Canada?

Mr. DUNLOP. I suspect you have to look at the two countries on 
somewhat of a different basis. The imports from Mexico into the 
United States—of course, everything is relative—are relatively mini 
mal. Insofar as the Canadian situation is concerned, as was pointed 
out earlier, an unrestricted importation of Canadian oil into the United 
States would have to be related to the fact that there are substantial 
imports of foreign oil into eastern Canada.

Any effort toward a unified program would have to take that into 
recognition so that there was some degree of consistency between the 
policies and the practices of the two nations.

Mr. GIBBONS. Isn't the reason why there are substantial imports into 
eastern Canada the fact that the Canadians just don't have any trans 
portation system to move large quantities of oil f rqm central or western 
Canada to eastern Canada ?

Aren't they really isolated as far as the two oil supplies are 
concerned ?

Mr. DUNLOP. I think it is rather a question of economics. There is 
oil in western Canada and that oil is coming into what are identified 
as the northern tier states and comes into areas in the United States 
as far east as Ohio and western New York State. I suspect the real 
reason that oil is not going as far east as it might otherwise go in 
Canada is that basic economics that haven't resulted in the construc 
tion of the transportation facilities.
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Mr. GIBBONS. Mr. Dunlop, I noticed something in the New York 
Times yesterday, and I didn't understand it. Perhaps you can explain 
it to me. I noticed that you had apparently increased the price of oil 
in Texas by 5 cents a barrel to meet competition. You had to go up on 
your price to meet competition ?

Mr. DUNLOP. Yes, sir, this is correct. We are purchasers of oil in 
east Texas.

Mr. GIBBONS. That explains it.
Mr. DUNLOP. We buy oil and the price was raised some time back, 

and we didn't raise the price as high as some of our competitors did 
who were also purchasers. There was a threat to some of our connec 
tions, and we were responsive to that threat.

Mr. GIBBONS. The way the article was written, it looked like you 
were selling oil and increasing your prices.

Mr. DUNLOP. No. We are net purchasers of oil in the east Texas 
field.

Mr. GIBBONS. Thank you.
Mr. ULLMAN. Mr. Landrum.
Mr. LANDRUM. I am really disturbed about the suggestion of my 

warm friend from Florida that we can separate this matter of na 
tional security and economic security. I don't want the record of this 
morning's hearing to be closed without having that record reiterate for 
the members of this committee and for any who might read the record 
what I described as the most eloquent statement of a former member 
of this committee, Frank Ikard, on page 3 of his statement when he 
asked what is national security.

He said very clearly:
To some, national security is a synonym for military strength, and, in fact, 

defense capability is a vital element of a nation's self-reliance and security. But 
there are two other critical aspects of national security which are equally im 
portant. One is the strength of a nation's industrial and civilian economy, and the 
other is its independence in international policy, its freedom from foreign coercion.

I hope in our deliberations here, however our attitudes may finally 
revolve about specifics of a bill, that we will not let ourselves get to 
the point of thinking that we can actually separate the two elements 
of national security and economic security. They are simply as one.

Thank you, Mr. Gibbons.
Mr. GIBBONS. I appreciate the gentleman's observation. Of course 

he is correct in that. I would point out, though, that this report, this 
task force report, said that our economic security as well as our military 
security would probably be better served by adopting a different sys 
tem, and that this was subscribed to by all of the very fine Cabinet 
members, with the exception of two, one from Interior and the other 
from Commerce.

But it had the endorsement of such distinguished Americans as the 
Secretary of Defense.

Mr. LANDRUM. If the gentleman will yield further, the mere fact 
of their position and what they state doesn't convince me alone. I want 
to hear some other things. I don't care who they are and where they 
signed it. We have to take into account these things that go to make 
up national security, and it takes more than a gun to do it.

Mr. GIBBONS. I just don't ascribe to these people any less patriotism
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or any less interest in the national security than I have, in it, sir, or 
these gentlemen at the witness table have. I don't think they would 
lightly agree to have their names connected with this report had they 
been, in effect, selling the country short. • 

Mr. ULLMAN. Does that conclude your questioning? . -. • 
Mr. GIBBONS. Yes.' ' • i 
Mr. ULLMAN. We thank you very much, Mr. Ikard, Mr. Wright, 

and Mr. Dunlop, for your very helpful testimony.
(The following statement and letter were received for the record:)

STATEMENT ON BEHALF OF WESTERN .On. AND GAS ASSOCIATION
EFFECT OF PROPOSED OIL IMPORT TARIFF PLAN ON PRODUCING STATES IN 

' DISTRICT V

This statement is presented as a part of the House Ways and Means Com 
mittee hearings on various foreign trade proposals. Specifically these comments 
bear on the item of extending the national security provision of the Trade 
Expansion Act in its present form to make possible continuation of the quota 
system for limiting oil imports into the United States.
. In the interest, of saving the committee's time, we are limiting our discussion 
to the impact of the proposed tariff system on the region covered by the Western 
Oil : arid Gas Association and we are not commenting on those arguments already 
so adequately made: by the American Petroleum Institute. However, we believe 
strongly that the imposition.pf the proposed tariff system can result in a substan 
tial waste of the nation's natural resources.

The American Petroleum Institute in its June 3 presentation effectively dem 
onstrated the weakness of the key proposals and assumptions contained in the 
Cabinet Task Force Report on Oil Import Controls. We particularly agree with 
the emphasis the API representatives place on increased dependence on eastern 
hemisphere crude sources the nation would face if the tariff proposal made, in 
the Cabinet Task Force Report were adopted.

• In essence, the Cabinet Task Force proposed • to replace the present quota 
system with a tariff system that had three significant facets:'..-,

A. Immediately to set a preferential tariff on Eastern Hemisphere crudes that 
vrould ,have the effect of reducing the price of U.S. crudes by about 30 cents 
a barrel. •

B. Over a three to five year period to adjust the initial.tariff on eastern hemi 
sphere crude so as to effect further downward adjustments of the U.S. crude price.
• • 'C. Finally, by .the end of the transition period to have a tariff level on Eastern 
Hemisphere crudes that would have the practical effect of reducing U.S. crude 
prices by 80 cents per barrel from current levels. ,

The proposed initial tariff of $1.35'per barrel would not affect West Coast 
crude oil prices substantially. '•'• •

The cost, of Middle -East crude oil delivered to the West Coast Plus the tariff 
is roughly equal to the price of domestic crude oil. -'•'..•

The tariff itself would be an added cost which would tend to raise consumer 
prices. And it should be; noted there has been no significant change1 In consumer 
prices: since World .War II. . ---•.• . • . 
..cQf, course, the-announced purpose of the switch to a tariff—-to .reduce crude 
prices—presumes a later decrease in the. tariff. Reduction of the tariff to the 
suggested 90 cents a'barrel'level would lower West Coast crude'oil prices. The 
following comments are based on this lower tariff level: ' '••'<(. . 
vit 'Crude production in-District ~V'would* be substantially reduced.: For ex 

ample, as of year-end 1969, 66 percent or 26,800 of California's 40,880-wells were 
marginal at today's prices.

If we assume the effect of the tariff will be to drive domestic crude prices 
downward,'it follows that all these currently.marginal wells will be clo'sec} "in 
for an extended period of time as 'uneconomic. This would require crude'price 
rises above what they are now to justify bringing, these wells back into 
production. • .

As a result, this waste of natural resources will in turn lead to increased 
dependence ; on foreign crude sources, with' the potential for interruption of
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supply—as happened during the Arab-Israeli war—with a resumption at even 
higher prices.

2. Many existing and future secondary recovery programs would be'affected. 
Some of the existing secondary recovery projects would have a shorter life if 
U.S. crude prices fell. Some potential secondary recovery projects would not be 
undertaken at reduced U.S. crude price levels. These effects also serve to reduce 
the amount of economically recoverable reserves.

3. U.S. natural gas supplies would be severely reduced if the tariff proposal, 
as recommended, were adopted as pointed out by Mr. Robert Dunlop in his testi 
mony on June 3. This would be particularly true in District V, as this area 
produces a higher proportion of gas associated with its oil production than does 
the rest of the United States. Future new gas reserves in District V would also 
decline, thereby placing an increased reliance on Canadian gas supply or alternate 
energy sources. In short, the proposed tariff system would seriously injure the 
western states' present industrial growth capability as well as adversely affect 
the standard of living of its citizens.

4. Small independent refiners in District V would be adversely affected. There 
are eighteen small independent refiners in California alone. Under the quota 
system, these small businessmen have come to depend on a regular source of 
low-cost crude for about 40 percent of their supply (as compared with about 5 
percent for major refiners). The West Coast area depends a great deal on the 
refined product output produced by these small independent refiners. To place 
this output and these small businesses in jeopardy, as we believe the Cabinet 
Task Force recommendation would do, is not in the best interests of national 
security, as so well defined by Mr. Frank Ikard in his testimony before the 
committee June 3. As is pointed out below, the closing of these refineries will 
result in reduced local and state taxes.

5. Tax revenue to state and local governments in District V would be sharply 
reduced. Schools, special districts, counties, cities, and states would suffer tax 
revenue losses as a result of a reduction in the value of oil (due to decreased 
prices), lower production, and smaller reserves. Also, a reduced number of re 
fineries would generate less tax revenue. At the present time, for example, crude 
oil production is obtained from 32 of California's 58 counties. In 1968, California's 
local governments received $185 million in ad valorem taxes from the oil industry. 
Of this amount, $74 million was on producing properties. Most of the $111 million 
was attributable to refineries or related facilities, including the smaller refineries.

6. Economic activity associated with oil would be decreased. Due to the re 
duced production and refinery operations, the number of people employed by the 
industry, both directly and indirectly, and the materials and supplies bought 
by the industry, along with pales, use, and payroll taxes paid, will be reduced.

7. Petroleum development, particularly in Alaska, would be jeopardised. Alaska 
stands at the threshold of a great expansion in oil development which will pro 
vide a firm foundation for that state's future economic growth and well-being. 
Because of its remote location and the attendant transportation costs, the well 
head value Of oil in Alaska is necessarily lower than in the lower 48. To be com 
petitive with oil produced elsewhere in the United States, the Alaskan producer 
must find large, high quality fields which can be produced at relatively high 
rates. Changes in the present import system designed to depress domestic crude 
oil prices will, therefore, have a greater proportional impact on Alaskan crude 
prices and curtail exploration and development in Alaska. The detrimental ef 
fects on the Alaskan economy will be far-reaching and will further increase the 
United States' dependence on an insecure foreign supply of crude.

8. Revenues from the oil industry to the state of Alaska would be reduced. A 
major part of Alaska's revenue comes from oil and gas royalties, severance 
taxes, and lease bonus payments. Any significant reduction in crude oil prices 
would sharply curtail Alaska's income from these sources. Alaska, prior to the 
discovery of major oil reserves, was heavily dependent on assistance from the 
federal government. If oil exploration and potential production decline, the state 
could once again find itself heavily dependent on federal revenue. This would 
place additional tax burdens on all U.S. taxpayers.

Therefore, we conclude that if the present oil import quota system were re 
placed by a tariff system along the lines recommended by the cabinet task force 
the resultant impact on consumers, taxpayers, and state and local governments 
in District V w6uld be very harmful. These results could not be in the national 
interest and we urge your committee to extend the national security provision 
of the Trade Expansion Act.
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SHELL OIL Co.,

New York, N.Y., June 25,191/0. 
HON. WILBUR D. MILLS,
Chairman, Souse Ways and Means Committee, 
House of Representatives, Washington, D.C.

DEAR CONGRESSMAN MILLS : With this letter I am submitting to the House Ways 
and Means Committee Shell Oil Company's statement regarding oil import 
controls.

In the statement, we set forth our views on the three principal issues involved. 
We recognize, as other responsible witnesses before the Ways and Means Com 
mittee has stated, that the United States is facing a growing energy shortage. 
Demand for all sources of energy, especially that derived from petroleum, is be 
ginning to outstrip domestic ability to supply that demand. Nevertheless, in order 
to preserve U.S. national security in energy, we must maximize U.S. self- 
sufficiency in fuel to the extent possible, and make up the rest by imports.

The current debate regarding oil imports turns on whether U.S. security in 
terests, including the need to maintain a healthy domestic oil-producing industry, 
are best served by limiting importation of foreign petroleum through tariffs or 
through quotas. Shell Oil Company does not believe that the tariff system pro 
posed by the majority of the Cabinet Task Force on Import Control will regulate 
imports effectively. On the other hand, we continue to believe that the quota allo 
cation system, as embodied in the present Mandatory Oil Import Program, is in 
the best interests of the United States.

We hope that the positions set forth in our statement will assist the Committee 
in viewing the regulation of oil imports in its proper perspective. 

Respectfully,
PAUL F. DEISLER, JR., Vice President, 

(Manufacturing, Transportation and Supplies, and Marketing.
Attachment.

STATEMENT OF PAUL F. DEISLEB, JR., VICE PRESIDENT, MANUFACTURING, TRANS 
PORTATION AND SUPPLIES AND MARKETING, SHELL On, COMPANY

The purpose of this statement is to set forth Shell's position regarding the 
import of foreign petroleum. Shell favors an extension of the present quota 
allocation system in order to minimize U.S. reliance on such imports. In this 
statement, we will summarize our reasons for opposing the tariff proposal made 
by the Majority of the Cabinet Task Force on Oil Import Control. In particular, 
we will set forth our reasons for concluding that such a tariff system would be 
so unstable that it would serve neither to limit petroleum imports nor protect 
national security.

THE IMPENDING U.S. ENERGY SHORTAGE

Controls on oil imports into the United States are necessary to maintain the 
U.S. capability for finding, producing and refining petroleum. Maintenance of 
that capability is critically important because of the domestic energy shortage 
the U.S. will be facing during the last third of the twentieth century.

Both government and industry energy forecasts show this developing energy 
shortage. It is especially grave in the sector served by petroleum.

This Committee has already heard 'testimony on the dimensions of the dis 
crepancy between domestic petroleum supply, and domestic petroleum demand. 
Shell Oil Company's projections, although numerically slightly different, show 
the same increasing gap; a summary of our forecast is attached to this state 
ment as an Appendix, as well as our comments on how this deficit may be met.

NEED FOB DOMESTIC SUPPLY

So much has been published on the relationship between national security 
and petroleum that we do not believe that inclusion of an extensive recitation 
on this point in this statement would be useful. We feel it worthwhile to repeat, 
however, that although petroleum will satisfy only between about 40-45% of 
U.S. energy demands through the remainder of this century, it will account for 
nearly 100% of demand in the transportation sector. Accordingly, an early effect 
of an interruption in U.S. petroleum supply would be a reduction in U.S. ability 
to move people and goods. Such a reduction would be expected to have an ex-
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tremely adverse effect on our economy and our ability to protect U.S. interests 
in both hemispheres.

MAINTENANCE OF A DOMESTIC PETROLEUM INDU8TBY

At least for the next thirty years, we expect that supplies of U.S. petroleum will 
be principally provided from two sources: U.S. crude production and foreign 
cr.ude production. For national security reasons, every effort must be made to 
maximize the proportion of supply afforded by U.S. production in the future, 
in order to minimize our increasing dependence upon supplies of foreign oil, 
particularly oils from the Eastern Hemisphere.

Shell Oil has repeatedly stated, and states again, that U.S. production can be 
preserved only by restricing imports of foreign oil. Only in this way can a healthy 
and ongoing domestic exploration and production effort be maintained. In our 
submission last year to President Nixon's Task Force on Oil Import Control, 
we showed the decay of U.S. producing capacity that we predict would follow 
termination of import restrictions. The following chart illustrates these con 
sequences of ending import restrictions.

The figure shows that ending import controls would within a few years sub 
stantially, and perhaps critically, increase U.S. dependence on foreign oil supplies.

Not only must import restrictions be maintained on crude imports, but imports 
of refined products must be limited as well. Our forecasts show that a U.S. 
demand increases over the next ten years, the industry must provide the equiva 
lent of about forty new 150,000 B/D refineries, or about 3-4 a year. If import 
restrictions on such products as gasoline, furnace oil and residual fuel oil are 
relaxed, these products will be refined in foreign refineries from cheaper foreign 
oil and imported into the U.S. New refineries will be built, to be sure, but they 
will be built outside the U.S. and the effect of relaxing import controls will be 
the exporting of U.S. refinery capacity. This, of course, will adversely affect 
both national security and U.S. balance payments.

IMPOST CONTBOiL AtTEBNATIVES

Even if all agree that petroleum imports into the United States should be 
limited, sharp disagreement currently exists on the method such limitation 
should take. The issue has been brought to a focus by President Nixon's publi 
cation in March of the Keport of the Cabinet Task Force on Oil Import Control. 
The Majority Report urges that a system of tariffs be employed to regulate oil 
imports. A Separate Report, signed by the Secretaries of Commerce and Interior 
and the Chairman of the Federal Power Commission, proposes that the present 
system of quota allocations be retained with some improvements.
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' THE TABUT SYSTEM

We have analyzed the tariff system proposed by the Majority Report, and have 
concluded that such a system will not be effective either to control imports or to 
maintain a stable industry environment.

In the market for petroleum, as in any market, the buyer's choice between 
oils from various sources is determined by the prices of the oils and the value of 
particular oils to the refiner. Foreign crudes are currently enough cheaper than 
U.S. crude that in an uncontrolled market most buyers would buy crude oil from 
Africa, the Middle East, Indonesia and Latin America. The Majority Report pro 
poses, however, to impose a tariff on such foreign oils in order to equalize their 
delivered prices and the prices of U.S. oils. The tariff would, they contend, have 
the dual advantages of controlling oil imports while passing the differential be 
tween foreign and domestic crude prices to the U.S. government. Imported crude 
and product supplies would be available to anyone willing to pay the tariff, 
while domestic crude producers and refiners would have an enhanced economic 
incentive to reduce their costs in order to maintain or increase their market 
share.

Any import regulatory system should be capable of balancing the proper 
amount of foreign oil imports in an orderly and predictable manner, in order to 
satisfy domestic petroleum demand. We do not believe that the proposed tariff 
system will accomplish this balancing for reasons we shall enumerate below.

The Majority Report proposal stems, we believe, from an incomplete under 
standing of the components that make up petroleum prices, and of the interaction 
of those components. The total price of imported crude oil, before tariff, is the 
sum of the costs of foreign production, transportation and government taxes 
and royalties, plus any producer's profit. All of these elements He outside the 
scope of U.S. controls.

Taxes and royalties are generally the largest component of total pre-tariff over 
seas crude costs. They range from around 810/B for Kuwait to around $1.05/B 
for Venezuela. These payments are set by the "host" country in which the crude 
is produced, and the size of each royalty or tax at any time is controlled by the 
government setting it. Accordingly, if a host country wishes to try to increase 
the market share achieved by its crude, it can unilaterally shave its tax or royalty 
charge and thus reduce the total cost of the crude. Naturally, a very large vol 
ume market incentive would have to be in prospect before unit revenue would be 
voluntarily reduced. On the other hand, if a significant group of host countries 
could act in concert, they might all seek to raise their tax or royalty charges 
while preserving their respective market shares.

Another substantial component of pre-tariff overseas crude costs is that re 
sulting from the cost of carrying the crude by tanker from the producing country 
to a U.S. port. The factors affecting this transportation cost include the size 
of the tanker used; the distance the oil must be carried; the size of the demand 
for transported crude in various destinations; the ownership of tanker fleets; 
and the relative sizes of demand and of the available tanker fleet. As tanker 
sizes increase, the barrel/mile cost decreases, affording an incentive for inter 
national oil companies and shipping firms to order large tankers.

In any international crude market configuration, international oil companies 
will attempt to distribute their world-wide crude requirements at minimum cost. 
Most tanker fleets at this time are made up principally of relatively small older 
tankers with capacity of 50,000-70,000 dead weight tons, with smaller numbers 
of larger 100,000 ton vessels and a few very large carriers of 200,000-300,000 
DWT. Until there are enough very large carriers to handle the traffic, a sig 
nificant quantity of crude will be carried in the small 50,000 DWT vessels, at 
relatively higher costs and charter rates. These rates, which fluctuate sharply 
with changes in tanker demand vs. supply, will dictate the transportation com 
ponent of the price of crude in world markets. Any U.S. tariff would accordingly 
be based on estimates of average worldwide tanker rates. Within the last six 
years the average annual voyage rates for worldwide crude trading have varied 
as much as 16% above and 40% below the Worldscale standard. Moreover, as 
against the annual averages, much sharper variations can occur seasonally or 
as a result of political conditions in the Middle East or elsewhere. For example, 
the current world market level is 130% above the Worldscale standard. Thus, 
any estimates based on average worldwide tanker rates would have erred by 
these amounts.
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Moreover, some Eastern Hemisphere producing countries have sufficient crude reserves that they could now readily supply a larger share of current markets. Of course, this situation may not persist long-term as world demands increase. Transportation costs to the U.S. differ significantly among these countries. For example, for a given size of tanker, shipping costs from North Africa are sub stantially less than from the Persian Gulf. A tariff set high enough to bar Persian Gulf imports might therefore not impede shipments from North Africa.Yet another variable in crude costs is the component resulting from oil pro duction costs and profits. There are a variety of types of producing organiza tions, and this component will be different for each type. For example, some producing countries, such as Iran, Venezuela and Indonesia have national oil companies. The objective of such a national company is the maximization of the total revenues for its nation, and so will differ from the profit and pro duction cost requirements of an integrated international oil company.Thus, a national oil company's total revenues might be increased by shaving the price of its crude just to the point where other types of companies could not compete in the face of a U.S. tariff. Such price reduction is simple to achieve and to vary. Thus a tariff set to control imports by privately-owned integrated international oil companies might not serve as limits to national oil companies.
Another variable not susceptible to control by a tariff is the quality of crude from any particular source. Crudes differ from source to source: many Vene zuelan crudes are heavy, sulfurous and asphaltic while many North African crudes are light and sulfur-free. The relative economic attraction to a refiner of any particular crude depends on the relation of that crude to the refiner's prod uct slate and operating costs. Accordingly, the values of various crudes to any particular refiner may differ by from 20^/B to 30^/B and occasionally more. For example, the asphalt producer would derive more profit from an asphaltic crude than from a light crude. Thus, a refiner who is able to improve his profits by around 25^/B by using crude of some preferred origin will not be deterred from importing as much of it as he needs by a tariff system intended to con trol crude from some other origin.
In view of the variety of these various crude price components and of the diversity of the forces which act on each element, we believe that a price system based on such a concept as a single foreign crude price would be unstable.* Moreover, since a fleet operator, a tax-collecting host country or a national oil company could alter one component at will, such a system would be subject to rapid, unpredictable dislocations.
A tariff adjusted to a price level one day might not meet that price level the following day, nor would it serve to maintain a consistent level of imports from any particular source or combination of sources.
We believe that the tariff system proposed by the Majority report would be subject to these unpredictable dislocations. Untfer such a system, imports, U.S. production, crude prices and tariffs would fluctuate over the short term to the point where planning would be impossible. Longer term, these uncertainties would unquestionably depress domestic exploration and development of synthetic crude oil capability, and probably even inhibit construction of new refineries. It would be difficult to plan a new refinery location and optimum configuration if the sources Of most economical foreign crude imports, and consequently ports by which such crude entered the U.S., could change frequently during the useful life of the refinery.
Shell Oil Company therefore believes that for these reasons, a tariff system of regulating oil imports would not serve to control such imports in an orderly and predictable manner and would therefore reduce U.S. national security.Besides its anticipated instability, the tariff proposal presents other undesira ble features. In order to limit U.S. dependence on Eastern Hemisphere crude oil sources under a tariff system, the Majority Report proposed the establishment of an absolute maximum on such imports equal to 10% of domestic demand. Such a limit would, in our opinion, present new and unanticipated administra tive and diplomatic problems. For example, if the 10% were not distributed to particular countries or companies, the individual producers would very possibly engage in a race to bring their crude into the U.S. before that limit was reached Such a "tanker race" could, of course, be avoided by dividing the 10% among particular Eastern Hemisphere countries, producers or importers.
Incorporating such new restrictions In the tariff proposal raises, we believe,
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still more new and undesirable problems which limit the workability of the 
system.

Finally, the consequence of the proposed tariff will be to raise consumer prices 
of refined products. Under the present quota allocation system, the comparatively 
lower cost of imported crude serves to reduce the refiners' raw material costs. 
This cost reduction is passed through to the consumer in the form of lower refined 
product prices than would obtain if only the higher-priced domestic crude were 
used. If the tariff system were to equilibrate the cost of imported with domestic 
crude at a price higher than the world price, the refiners' raw material costs 
would rise accordingly. Since the present oil industry rate of return is barely 
average, the refiner will not absorb the tariff cost but will pass it along to the 
consumer of refined products in the form of higher prices.

THE QUOTA SYSTEM

In Shell Oil Company's submission last year to the Cabinet Task Force on Oil 
Import Control, we said that anything that tries to regulate indirectly what a 
quota system regulates directly is not likely to do it as well. We also said that we 
had examined the alternatives proposed for the Mandatory Oil Import Program, 
and had concluded that none of them will meet the U.S. national security objec 
tive as effectively. In our statements to Congressional committees over the past 
few years we have supported the quota system, and we continue to do so.

We believe that both the regulatory system established by Presidential Pro 
clamation 3279, and the regulations issued thereunder by the Oil Import Admin 
istration, have been effective in achieving the objective of establishing import 
quotas and awarding import allocations thereunder. The system is flexible 
enough to accommodate change, while sufficiently definite to afford industry the 
necessary guide lines by which to plan imports.

We recognize that the House Ways and Means Committee has before it pro 
posed legislation for altering the quota system. Some bills, such as H.R. 16126 
and H.R. 16146 would freeze into statutes the regulatory machinery of the 
Proclamation and regulations. We believe legislation of this type would be undes 
irable in that it would reduce the flexibility of the regulatory system and partic 
ularly its ability to change as the circumstances of the industry or of world oil 
distribution change.

On the other hand, S. 3486, currently before the Senate Finance Committee, 
would provide an alternative organization for administering oil imports. We are 
satisfied that the Oil Import Administration, with the guidance afforded by the 
Oil Policy Committee, will be capable of competently administering the import 
program. We therefore see no reason for substituting by legislation a different and 
untried organization for an existing organization whose experience has been 
developed over a decade, and whose competence is recognized by the industry it 
regulates.

We appreciate, of course, that some legislation may be required to provide 
guide lines to the Oil Policy Committee in their establishment of oil import 
policy. In our opinion, amendment of Sec. 232 of the Trade Expansion Act of 
1962, the national security section, to provide under paragraph (b) that the 
President employ quotas to control imports, would be sufficient to guide that 
Committee.

Although we support the regulation of oil imports by means of volumetric 
quotas established by Presidential Proclamation and administered by the Oil 
Import Administration, we believe some reforms to that system are needed to 
improve its effectiveness. In particular, we believe it is timely to develop a plan 
which would provide for a programmed increase in the level of permitted 
petroleum imports upward from the levels set by Presidential Proclamation 
3279. As we pointed out in the first portion of this paper, U.S. needs for imported 
oil will increase over the remainder of this century. We expect that within the 
next few years appreciable surplus producing capacity in Texas and Louisiana 
will end. After that time, petroleum imports into the U.S. should be regulated 
as they currently are into the West Coast, with sufficient foreign oil admitted 
to balance imports and domestic production with domestic demand. This will 
enable domestic exploration to continue. At the same time, we believe that 
techniques should be developed which would assure that, of the permitted im 
ports, as much as possible would come from nearby lands, thereby minimizing our dependence on remote and insecure sources.
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The import program is subject to many problems, some recurring and some 
new. Over the years we have seen the Oil Import Administration cope with 
those problems and solve them with the use of volumetric quotas. We have 
generally participated in the debate over the proposed solutions to those prob 
lems. While we have not agreed with all of the ways the Oil Import Administra 
tion has employed its powers to deal with those problems, we are satisfied that, 
on balance, the quota system and its administration are the most adaptable and 
effective means of assuring the United States national security in petroleum.

In conclusion, we continue to feel, as we have stated to the Congress in the 
past, that the basic import program established by the Proclamation and admin 
istered by the Oil Import Administration, is an adequate system. Over the last 
year it has been extensively examined by the Cabinet Task Force on Oil Import 
Control, and that study has resulted in the development of much valuable data 
and many worthwhile proposals. We have reviewed the submissions to the Task 
Force and the Eeports issued by the Task Force members. We believe that exten 
sion of the Mandatory Oil Imports Program, with appropriate guide lines, is in 
the best interests of the United States.

APPENDIX 

SUPPLY-DEMAND GAP
All indications are the U.S. demand for petroleum will increase from around 

14 MMB/D in 1970 to well over 20 MMB/D in 1980. At the same time, domestic 
production of petroleum, assuming continuation of import controls and current 
real price levels, is expected to increase very little if at all over the same pe 
riod, providing around 10-11 MMB/D. While imports of foreign petroleum cur 
rently provide about 4 MMB/D in order to make up the deficit, the U.S. will 
require supplementary supplies in 1980 of around 11 MMB/D. The growth of 
the supply/demand deficit is shown in the following figure, assuming continu 
ation of the present import program and real crude price level.

Thus, although in 1970 the gap between supply and demand amounts to around 
24% of demand, by 1980 it will be around 50% of demand.

For the next twenty years, and under present economics the gap is expected 
to be filled entirely by imports of petroleum from Canada, Latin America, 
Africa, the Middle East, and Indonesia. Nevertheless, governmental and in 
dustry spokesmen agree that U.S. dependence on imports of foreign oil, despite 
its inevitable increase, should be minimized to the extent possible and that 
more secure foreign sources should be given special treatment. In the event of 
any interruption of part or all foreign petroleum supplies, there must be ade 
quate oil available to tide this country over the interruption.

FORECAST OF SUPPLY DEFICIT
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Debate for the last year has revolved around the Issue of how sufficient' do 
mestic • petroleum supplies can be assured. In our opinion, for the remainder 
of ; the twentieth century and barring a change in the economics of manufactur 
ing synthetic crude oil, no source or sources of petroleum appear to have as 
much •• potential for • supplying U.S. demand as a healthy domestic petroleum 
industry.
' ' ' V AJ.TEBNATJ.vt; PETBOLEDM STJPPIJES

Proposals have been made that oil could be stockpiled in quantities sufficient 
to tide this country over supply interruptions. Alternatively, it has been argued 
that such domestic sources of hydrocarbons as the oil shale deposits of the 
Kockies, or the coal beds of the Appalachians, could provide oil if imports of 
foreign oil were cut off.- Our studies indicate that creation and maintenance of 
adequate oil stockpiles would be far more expensive than supporting the existing 
oil import program. •

Both- oil shale and coal are found in this country in vast quantities, amount 
ing to billions of equivalent barrels of oil. Technology for converting these solid 
hydrocarbons into oil has not yet reached economic proportions. We expect it 
will be at least another decade before significant industrial production of petro 
leum from these sources begins. No responsible forecast shows as much as a 
million barrels a day of oil from these unconventional raw materials being sup 
plied before 1990. By the year 2000, we expect there to be about 5 MMB/D of oil 
from coal and oil shale, perhaps 12% of demand.

To bring on such unconventional raw materials, however," more than new 
technology will be required. In order for industry to undertake the necessary 
research, development and planning, it must be assured of a stable economic 
climate, and that the oil produced from the new sources can be sold at'an ade 
quate price. For these reasons, even the relatively modest 5 MMB/D of oil from 
coal and' shale will be forthcoming byr the year 2000 only if the industry can an 
ticipate that the long lead • time and enormous capital Investment required to 
create the facilities for producing oil from these -unconventional raw materials 
are justified. . .

Mr. ULLMAN, Whereas normally we would take a break, we are 
going to try to continue because we have a real pressure of business on 
the floor this afternoon. The committee hag a bill coming up. We are 
going to try arid finish. , . 
M will call the next witness group. -
That will be Mr. Jameson, Mr. Medders, and Mr. Burch •

PANEL ON BEHALF OF THE INDEPENDENT. PETROLEUM ASSOCIA 
TION OF AMERICA: MINOR JAMESON, EXECUTIVE VICE PRESI 
DENT; TOM B. MEDDERS, JR., CHAIRMAN, IMPORT POLICY 
COMMITTEE; AND BOB BURCH, VICE CHAIRMAN, IMPORT POL 
ICY COMMITTEE, AND PRESIDENT, ROCKY MOUNTAIN OIL & 
GAS ASOCIATION

Mr. ULLMAN. Who will lead off ?
Mr. JAMESON. I will, Mr. Chairman.
Mr. ULLMAN. Please introduce yourself and your colleagues.
Mr. JAMESON. My name is Minor Jameson. I am the executive vice 

president of the Independent Petroleum Association. Mr. Mead, the 
association's president, regretted very greatly, Mr. Chairman, that he 
was called away unexpectedly. With your permission, I will summarize 
his statement and have the full statement inserted in the record.

Mr. ULLMAN. Without objection, that will be done.
Mr. JAMESON. Mr. Tom Medders and Mr. Bob Burch are appearing 

•with me.
Mr. ULLMAN. You may proceed with your statement.
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Mr. JAMESON. There has been a great deal of testimony this morn 
ing about the national security aspects of this problem. We are in 
full agreement with the other witnesses as to the importance of oil 
to national security. Mr. Mead's statement deals primarily with the 
question of oil and gas prices and costs in relation to oil import policy, 
the matter that Mr. Burleson referred to a little while ago. .

Mr. Mead's testimony is based on three graphic charts which we be 
lieve present facts as to oil and gas prices that refute the statements 
that have been made increasingly in the last year, to the effect that 
import controls and also State conservation and State proration result 
in increasing prices, or unduly high prices, for oil and gas..

Mr. JAMESON . The first chart (see p. 2290) covers the history of crude 
oil prices in the United States over the last 80 years. This chart shows 
the index number of crude oil prices, compared with the index for all 
wholesale commodity prices. •• . -.-

You will note that over the 80-year period the price of crude oil in 
the United States has paralleled very closely the general price level of 
all commodity prices. In the 40 years prior to either State proration or 
import controls, the crude oil price followed the price of general com 
modities. It continued to follow the general price level that after State 
proration was instituted. It has continued to follow, or I might add 
lag behind, the general price level since import controls were, imposed.

It would be reasonable to expect that if either State proration or 
import controls had an undue influence towards higher prices, you 
would expect the oil price to start diverging upward from the general 
price level. As you can see^.this has not happened. In fact, during the 
most recent period of some 10 years when we have had import con 
trols, the price of crude oil in the United States has remained practi 
cally the same. Today the price of crude oil is less than 4 percent above 
the base period of 1957-59, while the price level of all commodities in 
the United States has increased some 13 percent.

We believe these facts provide evidence that crude oil prices pertain- 
ly have not been unduly high and that, in fact, if the prices of other 
commodities in general had followed the level of crude oil prices, our 
very serious problem of inflation would be alleviated considerably.

Mr. ULLMAN. What is the source of these figures?
Mr. JAMESON. The U.S. Bureau of Labor Statistics.
On this next chart (see p. 2291) we have shown the same general 

picture where we have, removed the affects of inflation and price 
changes by expressing the crude oil price in constant 1958 dollars by 
the deflator used by the Department of Commerce.

In other words, this is the real price, or the purchasing power, we 
might say, of the oil barrel. You will see that the real price of crude 
oil has fluctuated rather widely over the last 80 years. You will also 
note that, prior to State proration and prior to .import controls, the 
fluctuation was severe in the early period of the first 40 years, when the 
price averaged $2.88 per barrel in constant 1958.dollars.

After proration was put on in the early 1930's, the price fluctuations 
were moderated very greatly. We had a more stable price. But you will 
also note that we had a lower price, some $2.67 per, barrel, on the 
average. >

After import controls were also put on in addition to State proration, 
the real price in constant dollars has actually declined steadily and the
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average has been $2.62 per barrel, or less than it was under proration 
or back in the early period of the industry when we had no controls on 
either State production or import controls.

In fact, during this last decade the price of crude oil in real dollars, 
the purchasing power of the barrel, has dropped from some $2.85 per 
barrel at the beginning of the period, to $2.39 per barrel today, or a 
decrease of some 46 cents per barrel, or 16 percent, in the real value 
of an oil barrel.

So we think that this is additional evidence that these controls, which 
have been put on State production and imports, have tended to en 
courage the domestic industry, provide more domestic oil, and more of 
a competitive situation in this country. We have not had higher prices 
but, actually, lower prices in real dollars.

The next chart (see p. 2293) deals with the overall cost of oil and gas 
to the consumers. This chart is based on the best information we have 
available. The details can be supplied to the Committee if it wishes.

You will see that today the consumers in the United States are 
paying, in total, some $60 billion for oil—petroleum products and 
natural gas—divided $50 billion for petroleum products and some $10 
billion for natural gas.

I would also like to point out that the raw material cost, the part 
that goes to the raw material producers, and, to some extent to im 
ports, amounts to some $12 billion for oil, and, in the case of gas, in 
the top section of the chart, some $3.3 billion.

So the raw material cost of oil and gas to the consumers represents 
about one-fourth of what the consumer pays, or, putting it another 
way, the downstream operations of transportation, processing, refining, 
distribution and sales taxes amount to three-fourths of the total cost 
of oil and gas to the consuming public.

In the second bar we have made the assumption that we will adopt 
a policy of depending to some 50 percent on foreign oil. We have also 
assumed that we could get this foreign oil at a substantially lower cost 
per barrel, and that the price of the domestic oil will also decline, as 
generally proposed by the cabinet task force.

We do not believe that there is any assurance that this decline in oil 
prices will take place. We do not believe that it. can be depended upon. 
But for this purpose we have assumed a lower price of domestic oil and 
greater imports at a lower cost.

The result is that, on those assumptions, the total cost of the pe 
troleum products would go down from some $50 billion to some $47 
billion. However, because oil and gas are an inseparable operation in 
the exploration and development phase, this policy would result, we 
feel sure, in a great reduction in domestic gas supplies.

Therefore, we would need to rely on imported gas. If this gas was 
available at this time, which it is not and wouldn t be for some time, 
we have assumed we would import liquified gas, using the conservative 
price which the Chairman of the Federal Power Commission used in 
the task force report of some 60 cents per MCF delivered on the coast.

You will note that if we reduced our domestic oil supply and our 
domestic gas supply and we went to imported oil and gas, we would 
theoretically save some $3 billion on oil, but we would lose some $6 
billion on imported gas. The net result would be that the total cost of 
oil and gas to the consuming public would be no lower.
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In fact, we think these estimates are definitely conservative and 
probably the cost of oil and gas combined would be substantially 
higher. This is another way of saying that the domestic industry 
supplies oil and gas to the consuming public at about $1.90 per equiva 
lent barrel of crude oil which is at a lower cost than you can import 
oil for from any source.

We feel that the price record of service to the American public 
by the domestic industry fully justifies a policy of encouraging the 
domestic industry rather than turning in the direction of relying on 
foreign oil.

We further believe we have an energy crisis in this country. We are 
already critically short of gas. There is talk of electrical brownouts and 
blackouts this year. Coal capacity is not available today to supply the 
demands. Domestic reserve oil capacity is declining very sharply.

The great need today, Mr. Chairman, is to restore some kind of 
stability in the policy of the United States as to imports of petroleum, 
and this affects, I might add, all energy sources. Unlimited imports of 
petroleum would adversely affect coal production, the development of 
synthetics, and all other domestic energy sources.

So we feel that there should be a stable oil import policy. We think 
the task force has created great uncertainty. Therefore, our recom 
mendation to your committee, respectfully, would be to urge that you 
recommend to the Congress that the basic structure of the import 
program, and I am not speaking of all the details, the basic structure 
of maintaining stability in the relationship between imports and do 
mestic supplies, be enacted into the law so that the domestic industry 
may have assurance and so that the producers abroad and others will 
know what the policy of the United States is and can make plans, on 
a reliable basis.

That is a brief summary of Mr. Mead's testimony.
(Mr. Mead's prepared statement follows:)

PREPARED STATEMENT OF ROBERT E. MEAD, PRESIDENT, INDEPENDENT PETROLEUM
ASSOCIATION OF AMERICA

My name is Robert E. Mead. I reside in Dallas, Texas, and am Chairman of 
the, Macdonald Oil Corporation, an independent company engaged in natural gas 
and oil production.

I am also currently serving as President of the Independent Petroleum Asso 
ciation of America (IPAA) and my appearance today is on behalf of the Asso 
ciation, which is a national trade association with some 5,000 members represent 
ing independent producers of crude oil and natural gas (including land and 
royalty owners) in all producing areas of the United States.

It is a generally accepted fact that adequate and accessible supplies of domestic 
oil are indispensible to national security. The primary purpose of my testimony, 
therefore, is not to analyze the security matter, but to show that an expanding 
domestic industry provides the best assurance of low prices of both oil and 
natural gas to the consuming public.

Mr. Tom B. Medders, Jr., will testify on the indispensable role of the independ 
ent producer in maintaining U.S. self-sufficiency in oil and gas; and the need to 
continue the Mandatory Oil Import Program and to improve upon it so as to 
provide independents with the requisite incentives.

Mr. Bob Burch will show that the United States can maintain self-sufficiency 
in energy: and, in addition, that the alleged cost of the Mandatory Oil Import 
Program is an illusion and, in fact, is more than off-set by gains to the general 
economy which flow from the continued use of domestic resources.

We believe our testimony will establish the need for Congressional action to 
maintain and strengthen the Mandatory Oil Import Program in order to assure 
adequate supplies of both oil and natural gas at relatively low prices.



2290

I now invite your attention to three graphic charts dealing with oil and gas 
prices in the United States.

OIL PRICES
Recent statements of some government officials and economic professors in 

their testimony before Congressional committees reflect the erroneous conclusion 
that oil prices are unduly high; and that the Mandatory Oil Import Program and 
conservation laws of the producing states have contributed to these high prices.

The facts refute this conclusion.
As shown by the first chart, the price of domestic crude oil, for the past 80 

years, has followed the same general trejid as the wholesale price level for all 
commodities. Neither proration of domestic oil production under state conserva 
tion laws, which was inaugurated in the mid-1930's, nor the establishment of 
the limitation on imports in 1959 resulted in increased crude oil prices in rela 
tion to the general level of prices for all commodities.

WHOLESALE PRICE TRENDS: Crude Oil vs. All Commodities
80 YEARS, 1890-1969

PRORATION
IMPORT > 

CONTROL^' 110

100
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Source of doro! U.S. Bureau of Minei and U.S. Bureau of Labor Statistics.

In contrast, it should be noted that crude oil prices during the past decade 
have not increased as much as other commodities. If all prices had followed 
the crude oil price record, there would be no problem of inflation today, as 
shown by the following comparison:

PRICE INDEX: 1957-59 EQUALS 100 

WHOLESALE PRICES

Year

1960...............
1961.. ...._........
1962...............
1163...............
1964...............

Crude oil
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lOCE
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Crude oil

% Q

..... 97.5
-.._- 98.6
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..... 103.7
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The second chart entitled "U.S. Price of Crude Oil" graphically shows that the 
real price of domestic crude oil, expressed in constant 1958 dollars, has actually 
declined under (1) state pro ration and (2) the import program.

You will note that the chart shows the following:
Average price of crude oil per barrel in constant 1958 dollars

40-ye.ar period prior to proration and import controls————————————— $2. 88 
25-year period under conservation but no import controls————————— 2.67 
Past 11 years under both conservation and import controls—————————— 2.62

(Per Baml in
Constant 1956

Dollar,)

$5.00

$4.00 -

$3.00

$2.00 -?

$1.00 -

U.S. PRICE OF CRUDE OIL
80 YEARS, 1890-1969

1970

Thus it can be seen that, contrary to widespread misunderstanding, prices 
have been lower, rather than higher, under conservation laws and import con 
trols. In fact, the real price of crude oil has declined, during the period of 
import controls, from $2.85 per barrel in 1959 to $2.39 in 1969—a decrease of 
46 cents per barrel, or 16 percent.

It should also be noted that this record of performance shows that the 
conservation laws of the producing states have resulted in both a lower and a 
more stable price for crude oil in the United States.

The facts convincingly disprove the widespread misunderstanding that the 
conservation laws of the producing states result in higher prices.

Conservation laws have served the consuming public with lower prices for the 
following reasons:

(1) Unregulated production can result in abnormal price variations, as the 
inherent lag between discovery and production tends to create cycles of over- 
supply and distress prices followed by the threat of shortages and higher prices. 
Premature abandonment of reserves and inefficient operations in distress price 
periods result in reduced supply, a waste to society and higher prices in the 
long run.

(2) Regulations affecting drilling operations and well spacing result in in 
creased efficiency and reduced costs which, in a competitive market, are reflected 
in lower prices. The wide spacing of wells under today's efficient practices, 
with one well per 40 or even 80 acres, is in sharp contrast to the methods of 30 
to 40 years ago when such fields as Signal Hill in California and Bast Texas 
were developed by thousands of unnecessary wells in close proximity.

4,6-127 O—7O—ipt. 8———JO
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(3) Regulations to prevent physical waste and to produce within maximum 

efficient rates increase ultimate recovery and reduce costs. It is an established 
fact that conservation has increased greatly the ultimate recovery of U.S. petro 
leum resources which, in itself and axiomatically, results in lower long-term 
prices.

(4) Some states have market demand statutes for setting allowable produc 
tion within and below maximum efficient rates. The imposition of production 
restrictions under such statutes has made possible the maintenance of reserve 
productive capacity which has been of direct benefit to the U.S. and its allies 
in a number of serious international emergencies since the end of World War II. 
Such reserve capacity is also essential to this industry because of the wide sea 
sonal variation in demand for petroleum products.

(5) Production restrictions to demand are essential to prevent above-ground 
waste, and have not usually been applicable to wells in fields of low output, 
since such wells and fields must be produced continuously at capacity to prevent 
premature abandonment and loss of reserves.

The relatively low price of domestic crude oil has been documented by the first 
two charts. The next chart deals with combined cost of both oil and gas to 
U.S. consumers.

COST OF OIL AND GAS TO U.S. CONSUMERS

Before discussing the cost of oil and natural gas to consumers, it should 
be recognized that the domestic petroleum industry produces more energy in 
the form of natural gas than in the form of crude oil. The latest Bureau of Mines 
report shows that domestic natural gas production represented 53 percent and 
crude oil production represented 47 percent of the total Btu's of energy produced 
by the domestic industry in 1969.

Analysis of the combined output of the domestic industry demonstrates the 
efficiency of the industry in providing the consuming public with low cost energy. 
The average price of crude oil and natural gas combined in 1969 was about 
$1.90 per barrel, converting gas to barrels on the basis of Btu content, as 
compared with over $2,00 per barrel for the lowest cost imported oil.

Exploration, development and production of natural gas and oil are not 
practically separable. One-fourth of natural gas production is produced in con 
junction with oil production. The companies and individuals that produce most 
of the oil also produce most of the gas. In 1968 the regulated pipeline and dis 
tribution companies produced only 8.1 percent of the natural gas transported 
through their systems. Therefore, the companies and individuals engaged in the 
production of oil account for more than 90 percent of natural gas sold in 
interstate commerce.

Removal of import restrictions on oil would have serious, disruptive and costly 
effects on the consumers of natural gas.

The Chairman of the Federal Power Commission in his separate views con 
tained in the Cabinet Task Force Report stated :

"The fundamental analysis of the Task Force report relates to the effect of 
relaxing oil import controls on the domestic oil industry without fully consider 
ing the impact of its action on the gas industry representing one-half of the 
petroleum energy complex."

If domestic supplies of gas are not forthcoming, these additional supplies will 
have to come from increased imports and other supplementary sources. The 
FPC Chairman further stated in his separate views that:

"With present technoolgy, costs per million Btu appear to be about 50 cents 
for synthetic gas from coal and 60 cents for liquefied natural gas imported by 
ship. The delivered wholesale price of gas in major consuming areas ranges 
from 20 cents per million Btu near producing centers to 25-35 cents at more 
distant locations. Domestic natural gas undersells imported LNG and synthetic 
gas from coal by about 25 cents per million Btu or 50 percent."

The majority report of the Cabinet Task Force makes the stateemnt that, 
because of the Mandatory Oil Import Program: "In 1969, consumers paid about 
$5 billion more for oil products than they would have paid in the absence of im 
port restrictions." The report's disregard of the very substantial increase in the 
cost to gas consumers and the other offsetting effects on the general economy 
that would result from unrestricted oil imports is a glaring oversight in this 
calculation of total costs to the consuming public.

This brief review of the interrelationship between oil and natural gas provides 
a basis for analyzing the overall cost to consumers of oil and gas, as pictured 
on the third chart.
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Today's combined cost of oil and gas to U.S. consumers totals about $60 

billion per year, of which oil represents $50 billion and natural gas $10 billion.
Crude oil and natural gas supplied by domestic producers ($10 billion for 

crude oil and $3.3 billion for natural gas) and imported oil ($2 billion) account 
for approximately one-fourth of the total cost. Almost three-fourths of the $60 
billion paid by consumers covers the costs of transportation, processing and 
distribution, as well as sales taxes on petroleum products, primarily gasoline. 
Substitution of large quantities of imported oil for domestic oil would have 
little effect on the largest part of oil and gas costs to consumers.

The second bar on the chart compares the total cost to consumers, based on 
the following assumptions affecting the one-fourth of the cost accounted for by 
domestic production and imports:

(1) An increase in oil imports to 50 percent of total U.S. oil consumption, the 
general policy advocated in the majority report of the Cabinet Task Force.

(2) A proportionate decrease in U.S. oil production

YEARLY COST OF OIL AND GAS 
TO U.S. CONSUMERS

(All Figures in Billions of Dollars]
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(3) A decrease in prices of both imported crude oil and domestic crude oil to 

about $2.00 per barrel. (It should be noted that the greatly increased dependency 
on foreign sources could well lead to higher prices, and perhaps actual denial, 
in the long run).

(4) A reduction of 50 percent in domestic natural gas production, paralleling 
the decrease in U.S. oil production, with an increase in imports of liquefied nat 
ural gas (LNG) at much higher prices.

As a result of using larger volumes of imported oil and reduced prices for 
domestic oil, the total cost of oil to consumers would be reduced by $3 billion 
annually. On the other hand, the use of increased volumes of higher-priced 
imported gas would increase the total cost of gas to consumers by $4 billion 
annually, on the conservative assumption that the higher price of imported gas 
does not result in any increase in the price of domestic gas. ,

It can be seen that such a policy of greatly increased dependency on foreign 
sources of petroleum energy would not result in any reduction in total costs to 
U.S. consumers. In fact, because of the conservative basis for these figures, a 
substantial increase in total cost to consumers is more likely.

The foregoing analysis of the total petroleum energy consumer costs (both oil 
and natural gas) provides convincing evidence that increased dependency on for 
eign energy would not lower costs to U.S. consumers but would have dangerous 
implications from the standpoint of national security.

IMPACT ON BALANCE OF PAYMENTS

If the U.S. should embark upon a course of relying on foreign sources for our 
increasing energy needs, aside from other consequences such as consumer costs 
and national security considerations, the impact on the balance of international 
payments would become intolerable.

Today, the cost of oil imports is about $2 billion annually. As shown on the 
third chart, a policy of becoming 50 percent dependent on foreign oil and gas 
would increase this cost to $10.5 billion, with a disastrous effect on our balance 
of payments.

CONCLUSIONS AND RECOMMENDATIONS

The United States has within its borders ample physical resources to provide 
our full energy needs for the foreseeable future. However, the National is today 
faced with an energy crisis.

Already upon us is a serious crisis in the supply of natural gas.
We are being warned to prepare this summer for electrical shortages.
For a decade our crude oil producing capacity in relation to increasing 

demands has been deteriorating.
The coal industry is warning that there is a shortage in coal producing capacity 

and that expansion of producing capacity is lagging.
Capacity to produce synthetic petroleum from coal and oil shale cannot be de 

veloped on an economic basis if we pursue a course of increasing dependency on 
foreign oil.

In our opinion, therefore, governmental policies regarding imports of energy 
of any form are a key factor in determining the economic climate for the develop 
ment of domestic energy supplies. The level of oil imports not only affects the 
degree of self-sufficiency of the domestic oil industry, but also affects our ca 
pacity (a) to produce natural gas, (b) to produce coal, and (c) to produce syn 
thetic petroleum from coal and oil shale.

The report of the Cabinet Task Force on Oil Import Control has resulted in 
great uncertainty as to national policy relating to oil imports. The first and 
most pressing need, therefore, is to restore stability in the Mandatory Oil Import 
Program and arrest the progressive trend toward increasing dependency on un 
certain foreign sources of oil. To this end, it is urged that your Committee recom 
mend that the Congress enact into law the basic principles Of the Mandatory Oil Import Program.

Mr. JAMESON. Now I would like to turn this over to Mr. Medders, 
chairman of the IPAA Import Policy Committee. He wants to dis 
cuss the role of the independent producer, briefly, and also the need to 
improve and strengthen the mandatory oil import program.
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STATEMENT OF TOM B. MEDDEKS, JR., CHATRMAH, IMPORT POLICY

COMMITTEE, IPAA
Mr. MEDDERS. Mr. Chairman and members of the committee, at the 

outset, I want to focus attention on the contribution that independents 
have made in the past in supplying the Nation's requirements for pe 
troleum fuels—oil and natural gas. The independent has played a very 
special role throughout the history of the domestic petroleum industry. 
Independents have, historically, drilled about 80 percent of the ex 
ploratory wells in the search for new sources of oil and gas.

There are about 30 major oil companies in the United States but, 
numbering in the thousands, independent producers have injected a 
diversity of knowledge and a competitive element in the domestic 
petroleum industry that has no equivalent in any other major oil and 
gas producing country. The multiple efforts of these thousands of 
explorers have resulted in a diffusion of ownership of petroleum pro 
ducing properties, under aggressive competition, that has provided— 
in the past—assurance of adequate energy supplies and an unusual 
degree of protection for the consuming public.

It is this vast multiplicity of effort that has made the U.S. petroleum 
industry unique and the largest among, the oil and gas producing 
countries of the world. Other countries have equal or greater physical 
resources, but" they do not have the full utilization of human resources.

Under present economic conditions the independent's contribution 
to the total effort required is very rapidly declining because the well 
head price of both oil and gas is inadequate in relation to spiraling 
costs with the result that the prospects of return on investment in the 
lower 48 States will not attract the necessary funds. This trend must 
be reversed. In view of the tremendous volumes of 91! and gas that will 
be needed, it is our. belief that an essential element in meeting the 
requirements is to reactivate the independent in the onshore areas 
of the lower 48 States. This is especially true with respect to over 
coming the natural gas shortage in the near future.

Despite the expectations we have as to (1) the very optimistic out 
look in regard to reserves of both oil and gas in Alaska; (2) the pos 
sibility of increasing volumes of gas from Canada; (3) the emerging 
developments as to IvNG imports; and, (4) the progress made in syn 
thetic gas from coal, the fact remains that these sources for the near 
future either singly or combined cannot possibly provide the volumes 
of gas needed to assure ample supplies. We believe that analysis of 
the situation will show that the lower 48 States constitute the only 
source that can provide the quantity needed within the time frame 
involved and at reasonable prices.

Since the independent historically has performed the bulk of the 
exploration in the United States, his vigorous participation would 
appear to be most essential now. Yet, the independent producer's 
exploratory efforts unfortunately are declining.

In the mid-1950's, expenditures for domestic exploration and de 
velopment were about equally divided between the so-called Chase 
Bank group of some 30 larger petroleum companies, and the rest of 
the industry which is primarily independent producers. In 1954, for 
example, the industry as a whole reported expenditures for domestic 
exploration and development of $4.3 billion. Of this total, the Chase 
Bank group of larger companies spent 50.7 percent, and independent 
producers as a group 49.3 percent.
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Since the mid-1950's, exploration and development expenditures by 
independent producers have declined persistently, totaling only $1.3 
billion or less than 25 percent of total industry expenditures of $5.4 
billion in 1968. The Chase Bank group of larger companies, in other 
words, has accounted for all of the increase in exploration and develop 
ment; and much of this increase has been in the very costly areas 
such as Alaska's North Slope and in offshore areas. The emphasis of 
the larger industry units on this type of development has been ac 
companied by the gradual and continuing withdrawal of these larger 
companies from exploration in large geographic areas of the lower 48 
States. These larger companies have withdrawn almost completely 
from the State of Kansas, and have sharply reduced operations in the 
Eocky Mountain States, in Oklahoma, in Texas, and in many other 
areas.

This being the case, the role of independent producers becomes 
crucial in providing adequate supplies of oil for our growing future 
needs and of natural gas for the 40 million meters representing 145 
million users of this fuel.

A shortage of oil and gas is not inevitable. The number of men 
engaged in the research for domestic oil and gas supplies, and the 
availability of funds, will be controlled by the economic climate so 
vitally affected by petroleum policies of the Federal Government. No 
single policy is more important than the one over which this committee 
has jurisdiction—the level of oil imports.

Any consideration of import policy must, I believe, begin with a 
recognition of three basic facts:

1. Since the mid-1950's we have had a shrinking and inadequate 
exploration and drilling effort in the lower 48 States.

2. This inadequate effort has brought us to the brink of critical 
shortages of domestic supplies of oil and particularly gas.

3. This 12-year decline in oil and gas exploration and development 
and threatened shortages have resulted from inadequate economic 
incentives, and can be reversed only by improved economic conditions, 
that will attract investment capital.

In light of these basic truths, it is clear that further declines in 
the investments in exploration in the lower 48 States would be a 
certain result of the tariff proposal advocated by the Cabinet Task 
Force on Oil Import Control—a system deliberately constructed to 
bring about crippling reductions in U.S. crude oil prices.

The task force, in discussing the "profits squeeze" that would result 
from such Government price controls, acknowledged that some pro 
ducers would be forced to "leave the industry," and that "the inflow of 
risk capital and the volume of exploration in the lower 48 States" 
would be reduced. It said simply that, "domestic crude producers must 
adjust to lower domestic crude prices."

The evidence is overwhelming that the "adjustment" of most 
domestic producers in the lower 48 States would simply and 
unavoidably be to quit exploring for oil and gas.

The Independent Petroleum Association of America—after the 
Cabinet task force recommendation had been made to the President— 
did a computerized analysis of the impact of the task force's suggested 
crude oil price reductions on independent producers.
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Incidentally, Mr. Chairman, I would like to offer that for the 
record. It is a rather lengthy report. It has some printout sheets in 
it and so forth. It very succinctly pointed out the results that jibe 
with my private studies of my own business as to what the results 
would be.

Mr. ULLMAN. Without objection, the appropriate parts will be 
placed in the record.

Mr. MEDDERS. We have a summary that probably would be best to 
insert.

(The summary referred to follows:)
SUMMARY OF ECONOMIC MODEL OF THE INDEPENDENT SEGMENT OF THE DOMESTIC 

OIL AND GAS PBODUCINO INDUSTRY
An economic model of the independent segment of the domestic oil and gas 

producing industry has been prepared as an analytical tool for evaluating the im 
pact of changes in price and other economic factors on independent oil and gas 
producers. The basic concepts, assumptions, methodology, and input data for the 
economic model are set forth in subsequent sections of this report. The following 
brief review of changing conditions during the past twenty-five years provides a 
background for considering projections of future trends.

HISTORICAL BACKGROUND

During the decade immediately following World War II, domestic production 
of crude oil and natural gas of both major integrated companies and independ 
ent producers, as a group, increased steadily and substantially. This period also 
witnessed increases in crude oil prices and rapidly rising demand for oil and 
natural gas. Total crude oil production by independents reached a peak in 1956— 
this was also the peak year for drilling activity in the United States.

Since 1956 the larger companies in the industry accounted for all the increase 
in U.S. crude oil production. This reflects the acquisition of properties by larger 
companies, sell-outs by independent producers, and increased activity in areas 
involving large capital requirements such as on the Continental Shelf and the 
new petroleum provinces in the State of Alaska.

The decade 1956-1965 witnessed a dampening in the growth of oil demand and 
a deterioration of crude oil and refined products prices, despite restrictions on 
imports of petroleum while natural gas prices came under control of the Federal 
Government even before the start of this period.

From 1956 to 1968 total exploration and development expenditures by the 
larger companies increased by 56 percent, while such expenditures by independent 
producers as a group declined 47 percent.

To sum up, the relative position of the smaller units, as a group, in U.S. ex 
ploration, development and production activities has declined steadily since the 
mid-50's. The multiplicity of effort needed in the search for new oil and gas depos 
its has therefore been substantially reduced and this has been reflected in a 
leveling off of oil and gas proved reserves.

Total proved U.S. reserves of crude oil and natural gas liquids increased from 
about 24 billion barrels at the end of 1946 to more than 36 billion barrels at the 
end of 1956. During this same period natural gas reserves increased from about 
160 trillion cubic feet to about 236 trillion cubic feet. These represented increases 
of 51 and 48 percent respectively. Since 1956 the gains in reserves for oil and 
natural gas amounted to only 8 and 21 percent, respectively. Proved crude oil 
reserves have decreased for the last two consecutive years and in 1968 proved 
reserves of natural gas decreased for the first time.

BASIC ASSUMPTIONS

Against this background of more than a decade of declining trends for inde 
pendent producers, the economic model formulates projections under three basic 
assumptions:

1. Base Case: Essentially a projection of present trends.
2. Second Case: A reduction in crude oil price of 25 cents per barrel.
3. Third Case: A reduction in crude oil price of 80 cents per barrel.
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These cases were selected because the Cabinet Task Force on Oil Import Con 
trol reportedly recommends a variable tariff system, to replace the existing im 
port quota system, under which reductions in domestic crude oil prices range 
from 25# to 80tf per barrel.

SUMMARY AND CONCLUSIONS

Important elements in the economic model's projection of trends in the inde 
pendent producer segment of the domestic petroleum industry may be summarized 
as follows:

INDEPENDENT PRODUCERS EXPLORATION AND DEVELOPMENT EXPENDITURES 

[Dollar amounts in millions)

1969 1975 Percent change

Basecase—.—.—.„....—-——..................... $1,450 $1,142 -21.2
2d case (-25 cents)......................................... 1,450 240 -83.4
3d case (-80 cents)......................................... 1,450 151 -89.6

INDEPENDENT PRODUCERS-PRODUCTION 

[Thousand barrels per day)

1969 1975 Percent change

Basecase.............................................:.. . 3,835 3,117 -18.7
2dcase(-25cents)........................................ 3,835 2,543 -33.7
3d case(-'80cents)......................................... 3,835 2,156 -43.8

It should be noted that, because of the inseparable nature of oil and gas opera 
tions in the producing branch of the industry, the above figures for expenditures 
and production, as well as other data in the detail report, include crude oil, na 
tural gas liquids and natural gas converted to crude oil equivalent barrels.

The base case being essentially a projection of present trends, shows a con 
tinuing gradual decline in exploration and development expenditures and produc 
tion by independent producers. Under these conditions, independents will be under 
the same adverse economic pressures they faced in the 1960's. Their relative posi 
tion in the industry will continue to decline, but they will continue to make a 
meaningful contribution to the energy supplies of the United States.

Under the other two cases of reductions in price, independent producers would 
almost immediately start a divestment program by sharp reductions in new in 
vestments in the industry. By 1975 the independent would be eliminated, for all 
practical purposes, from domestic exploration and development activities under 
both a 25tf and 80tf reduction in price.

The sharp drop in expenditures for exploration and development would be 
followed by gradual but accelerating declines in production. By 1975 production 
by independents, with a 25tf per barrel reduction, would be about 575,000 barrels 
per day less than under the base case, and about 1,000,000 barrels per day less 
with an 80tf per barrel reduction in price.

It should be noted, for reasons set forth in the detailed report, that the projec 
tions tend to be optimistic as to the position of independent producers under as 
sumed conditions of price reductions. For example, acceleration of sell-outs and 
abandonments by independents are not quantified by this economic model.

In general, it may be concluded that a policy of reducing U.S. crude oil prices 
would phase out independent producers; reduce significantly the funds and multi 
plicity of effort devoted to domestic exploration and development; foster eco 
nomic concentration in the industry; and increase very substantially the nation's 
dependence on foreign sources of both oil and natural gas.

Mr. MEDDERS. Projections in this analysis showed that under either 
a 25-cent price reduction or an 80-cent reduction—advocated by the 
Task Force Chairman George Shultz—independent producers would 
be eliminated from any meaningful participation in oil and gas ex 
ploration and development by 1975. Under either price reduction,
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exploration and development expenditures by independents would 
drop by more than 80 percent.

At a less rapid but significant rate, production by independents 
would drop sharply under the assumed price reductions—44 percent 
by 1975, under the assumption of an 80-cent price cut.

A policy of reducing U.S. crude oil prices would phase out inde 
pendent producers, eliminate the multiplicity of effort that in the 
past has resulted in adequate oil and gas supplies, accelerate unprece 
dented economic concentration in the industry, and expand the Na 
tion's dependence on foreign sources for both oil and natural gas.

As to my own operation, I can assure this committee that, under 
the task force's suggested crude oil price reductions, my efforts to find 
new sources of oil and gas would be terminated. I would continue to 
produce those properties that remain economic after the price cut, until 
their depletion, then simply quit. My company which is a second 
generation family-owned operation having been begun by my father, 
would be systematically liquidated by Government pricefixing. I be 
lieve that my operations are typical of other independent producers. 
If that is correct, and I believe it is, the Nation would be set on a 
deliberate course of discouraging development in the lower 48 States 
and relying increasingly on imported supplies of oil and gas.

Unless prompt action is taken and present trends are halted, we 
are headed in the direction of inadequate domestic supplies, with de 
pendence on unreliable foreign sources at prices that will certainly 
be substantially higher in the future, and could well be unacceptable.

One of the most disruptive factors now confronting this industry 
is the continuing uncertainty as to future oil import policy. There is 
uncertainty as to import levels. There is rumor and speculation that 
the President's new Oil Policy Committee, headed by Gen. George 
Lincoln of the Office of Emergency Preparedness, is considering a 
series of piecemeal actions that would "loosen up" imports of home 
heating fuel, petrochemical feedstocks, imports from Canada, and 
other categories of imports.

If there is substantial agreement on any aspect of the present pro 
gram, it is on the fact that it is overburdened with special exemp 
tions and exceptions favoring different geographic areas and different 
importers. The Cabinet task force discussed and generally condemned 
many of these exemptions and exceptions.

It is crucial that the industry have some reassurance as to import 
levels for the reasonable long-range future, if it is to have a basis 
for confidence to plan its exploration and development programs.

In conclusion, I would like to join in the recommendations made 
to your committee in the statement of Robert E. Mead.

Mr. ULLMAN. Have you a statement, Mr. Burch ?

STATEMENT OF BOB BURCH, VICE CHAIRMAN, IMPORT POLICY 
COMMITTEE, AND PRESIDENT, ROCKY MOUNTAIN OIL AND GAS 
ASSOCIATION

Mr. BTTKCH. Yes, I do, Mr. Chairman.
My name is Bob Burch. I am an independent oil and gas producer 

from Denver, Colo., and chairman of the board of Mesa National
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Bank, Grand Junction, Colo. I appear as a representative of the 
Independent Petroleum Association of America (IPAA) and the 
Eocky Mountain Oil & Gas Association (RMOGA), of which I am 
President. RMOGA desires the record to show that it endorses the 
testimony of Robert E. Mead and Tom B. Medders, Jr. I am also a 
member of IPAA's executive committee and vice chairman of its im 
port policy committee.

One of the false prophecies that repeatedly has emerged throughout 
the history of the petroleum industry is that the United States is 
"running out of oil." Just to illustrate: in 1891, the U.S. Geological 
Survey pronounced that there was little or no chance for oil in Kansas 
or Texas; and then again in 1914 the same agency said that U.S. needs 
foreign oil and synthetics because peak domestic production was then 
almost reached.

Now in 1970 Secretary Shultz concludes that "just about every 
body" agrees that U.S. dependency on foreign oil "will have to be 
increased." The same view is being voiced by some other Government 
officials.

This attitude is disturbing because it has a most depressing effect 
on industry activity. There is fear that this fallacious reasoning will 
result in Government policies that will make the United States in 
creasingly dependent on foreign oil. when the real need is for policies 
to encourage domestic exploration, development, and production.

The most authoritative evidence available will not support the con 
clusion that we are running ont of oil and therefore inevitably must 
become more dependent on foreign oil.

There are vast provinces within the United States favorable to 
future discovery and development of petroleum products to meet 
our growing needs. Geological authorities measure the potentialities 
in hundreds of billions of barrels of oil, and hundreds of trillions of 
cubic feet of natural gas.

I might say that pretty soon there will be a National Petroleum 
Council study that will be released, I think in the next 45 days. My 
understanding is it is quite optimistic and will back this up.

Official estimates by the Department of the Interior show that un 
discovered crude oil in place within the United States exceeds 2 trillion 
barrels. This is equivalent to 400 years supply on the basis of present 
U.S. consumption of about 5 billion barrels annuallv. In a comprehen 
sive document issued July 1, 1968, entitled "United States Petroleum 
Through 1980," the Department of the Interior concluded:

Much of the United States is Favorable to the Occurrence of Oil and Gas: 
Including its continental shelf out to a water -depth of 600 feet, the United 

States embraces some 4 million square miles and of this total approximately 
2% million square miles, or 60 'percent of it, can be considered potentially favor 
able to the occurrence of petroleum hydrocarbons. It is believed that the sedimen 
tary rocks which underlie this large portion of the nation's total area may have 
originally contained as much as two thousand billion barrels of crude oil and five 
thousand trillion cubic feet of gas, which in turn may entrap 150 billion barrels 
of natural gas liquids. (It is estimated that cumulative withdrawals up to Jan 
uary 1, 1969, amount to 84 billion barrels of crude oil and 332 trillion cubic feet 
of gas.) This is the petroleum resource base of the United States. It is unlikely 
that even as much as half of it will ever be found and used.

Half of this resource base is equivalent to 200 years supply at pres 
ent rates of consumption.
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As recently as October of last year, the Potential Gas Supply Com 
mittee—a group of eminent petroleum scientists and engineers—spon 
sored by the Potential Gas Agency, Mineral Resources Institute, Colo 
rado School of Mines Foundation, Inc., estimated that not less than 
1,227 trillion cubic feet of gas remain to be discovered in the United 
States as compared with 21 trillion now being consumed per year. This 
total potential was classified as "probable," "possible," and "specula 
tive," with the "probable" category being most likely of fruition. It 
is pertinent to note that about 80 percent of the "probable" reserves 
are onshore in the lower 48 States where independent producers ac 
count for more than 75 percent of all exploratory drilling. One of our 
best short term hopes of meeting the impending gas shortage, there 
fore, rests upon a reactivation of activity by independents in the on 
shore areas of the continental United States.

Our vast resources of oil shale provides further assurance that we 
need not become dependent on foreign source energy. The known de 
posits of Colorado, Utah, and Wyoming are identified and located. 
Their potential exceeds the proved oil reserves of the Middle East by 
severalfold. They have been underdeveloped because other fuels, pri 
marily domestic crude oil and natural gas, have been accessible at less 
cost.

Shale oil resources can be developed and made available when 
needed if national policies prevent increasing dependency on foreign 
oil and thereby encourage domestic sources of energy. Under these 
conditions, shale oil can find its place in the competitive market, with 
out Government subsidies or direct Government operations.

A further similar assurance is found in our large reserves of coal 
which are available for synthetic oil or gaseous products when eco 
nomic conditions are favorable for such production. As in the case of 
shale oil, synthetic production from coal will find its place in the com 
petitive market, if dependency on foreign oil is avoided.

The physical energy resource base of our country is more than ade 
quate. How much of this resource base will be discovered, developed 
and produced is a matter of Government policies which influence 
greatly the economic climate—prices and costs. We have the resources. 
It is a matter of economic choice—and national security choice.

This leads me to a very important fact: When U.S. prices of oil and 
gas increase or decrease in generally close relationship to changes in 
the price level of all U.S. commodities, domestic oil and gas supplies 
keep pace with increasing demands.

During the past decade, however, domestic oil and gas prices have 
been progressively depressed below the general level of other prices. 
The combined price of oil and gas, expressed in constant dollars, has 
steadily declined. By 1969, this real price was 23 percent below prices 
during the 1957-1959 base period. In other words, the purchasing 
power of the oil and gas dollar has fallen to 77 cents and has become 
inadequate in relation to replacement costs. As a natural result, ex 
ploration and drilling have been drastically curtailed, additions to 
proved reserves have not kept pace with increasing demands, and the 
reserve-production ratio has declined substantially for both crude oil 
and natural gas. And we now face a critical already existing shortage 
in natural gas and a threatened shortage in oil in the near future unless 
corrective actions are taken now. The seriousness of our oil supply 
problem is indicated by the fact that the ratio of proved U.S oil
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reserves to total U.S. consumption 'has declined from 10.8 in 1959 to 
7.2 in 1969.

With restoration toward a generally close relationship between 
petroleum prices and the general price level, the domestic industry 
can and will increase activities and supplies in relation to growing 
future U.S. requirements.

It is significant that new crude oil reserves added per new oil well 
drilled has averaged 167,000 barrels per well during the latest 5 years, 
or 44 percent more than the average for the previous 10 years. More 
oil is being found and developed per well but fewer and fewer wells 
are being drilled. • .

There is a historic relationship between the amount of oil and gas 
found and the amount of money spent, which is to say if we spent 
more money, we will find more oil and gas.

More—not less—U.S. oil and gas exploration and development will 
be necessary in the year ahead to assure adequate domestic supplies. 
Based on industry experience and established historical relationships, 
very large capital investments will be required, involving greatly 
increased expenditures. The IPAA has estimated that total expend 
itures for domestic oil and gas exploration and development should 
increase from an annual average of $4.5 billion during the 5 years 
1964-68 to over $8 billion yearly by 1980. It would be completely 
unrealistic to expect capital investments on such a scale if the Govern 
ment policy is one of increasing reliance on foreign sources as recom 
mended by the Shultz Cabinet1 task force.

This Nation has the potential resources and I am confident that 
the industry can provide the know-how if the governmental policies 
and the economics are realistic. The Nation can remain self-sufficient 
in petroleum of the foreseeable future if actions are taken to restore 
healthy economic conditions and reverse the trend of dismantling 
trained personnel and equipment. • , '

The major factor in improving the economic climate conducive to 
greater use of our resources is a strong and workable oil import 
program. ......

In this regard, Mr. Chairman, we in the industry were pleased and 
thankful for the communication which you sent to the staff of the 
Cabinet task force during its deliberations last July.

Mr. Mills will recall he stated: •
It is my hope that your group will go very slowly in tinkering with the matter 

of oil import quotas. It is the intention of the Committee on Ways and Means 
in connection with 'tax reform to amend provisions of the tax law that will, not 
be, according to the industry, in the hest interest of the industry.

If, at the same time Congress is reducing depletion allowances it develops 
that imports of oil are increased, the combination of the two could be injurious 
to the development of further reserves in the United States. I trust you will 
consider what the committee has before it as you think of what oil import 
quotas to impose.

Your communication should be given great weight by all segments 
of government that are now considering import policies with respect 
to the petroleum producing industry. This is especially so since, as 
this committee knows so well, Congress last year enacted changes in 
the tax law which are.estimated to add an estimated $700 million 
annually to the tax bill of this vital industry. This means that the 
industry has that much less funds available to invest in exploration 
and development activity.
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Among the provisions of the 1969 tax law that directly and adversely 
affect oil and gas producers are the following:

1. Eeduces the percentage depletion rate for oil and gas wells from 
27% percent to 22 percent. This is estimated to cost the domestic oil 
and gas producing industry some $220 million in additional taxes 
annually.

2. Eequires that retained production payments and carved out pro 
duction payments be treated as loans. It is estimated that this change 
will increase the tax burden on the oil and gas producing industry 
by more than $100 million.

3. Provides for a 10 percent add-on tax by which so-called tax 
preference items, above $30,000, such as percentage depletion, capital 
gains tax treatment, accelerated depreciation, et cetera, exceed cor 
porate of personal income taxes as computed without regard to this 
new provision. It is estimated that this new provision will increase 
the tax burden on the oil and gas producing industry by more than 
$150 million.

4.. Repeals the investment tax credit for expenditures for capital 
equipment, .et cetera. It is estimated that this change will increase 
the tax on the industry by a,t least $200 million.

5. Increases the capital gains tax rate 'for individuals with long- 
term capital gains of more than $50,000 per year on a sliding scale 
from the old 25-percent rate to 35 percent. For corporations, the new 
rate is 28 percent for 1971, and 30 percent generally beginning in 
1972.

.Before concluding, I would like to comment briefly on one of the 
conclusions of the Cabinet task force; namely, that the consuming 
public in 1969 paid about $5 billion more for oil products than they 
would have paid in the absence of'import restrictions. We submit 
that this is a misleading half-truth. For one thing, low foreign oil 
prices today are no guarantee that these low prices will continue in 
the future, particularly if we should become dependent on foreign oil. 
Further, this theoretical $5 billion cost to the consumer—and I empha 
size cost to the consumer—implies that the prices paid by the con 
sumer as a result of the mandatory oil import program are a total 
loss to the economy. This is an invalid and unjustified implication.

Even if we were to assume that foreign oil would continue to be 
available at today's low prices, there would be heavy and disastrous 
losses to the U.S. economy within a very few years. The more direct 
and important of these offsets have been estimated on a conservative 
basis and are summarized as follows:

Yearly loss, 
: - in millions

(1) Loss in local and State production taxes________________ '
(2) Loss in bonuses, rentals, and royalties from Federal lands_____ 450
(3) Loss in royalties to> other landowners____T-___:_'___^____ 700
(4) Loss in wages to employees in domestic.producing industry—___ 500
(5) Loss in income to suppliers, servicing companies, and other allied

businesses _.______________________________, 2,400
(6) Loss in Federal income taxes from above reductions in activity__ 200
(7) Adverse effect on U.S. balance of payments-'_L-„_________ 2,200
(8) Increased natural gas prices—__:^__,__•__,____;______ 1 1, 800

1 The chairman of the Federal Power Commission estimated that this cost to natural gas consumers could be as high as $3.5 billion annually.
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It can be seen that these offsetting losses to the U.S. economy sub 
stantially exceed any alleged direct savings to oil consumers from 
the theoretical and illusory benefits of unrestricted oil imports. In 
effect, the mandatory oil import program results in a net gain—not 
loss—to the U.S. economy.

In conclusion, Mr. Chairman and members of the committee, I wish 
to reiterate that the U.S. petroleum producing industry can keep 
this Nation self-sufficient in supplies of oil and natural gas if our 
governmental policies, particularly the policies on imports of oil and 
gas are maintained on a firm and realistic basis that will encourage 
rather than discourage the search for, and development of, the much 
needed new domestic petroleum reserves.

Thank you, Mr. Chairman.
Mr. ULLMAN. I want to express the committee's appreciation for 

your appearance today. You have added to our understanding of this 
problem.

Tell me, Mr. Jameson, on this chart are you assuming that if the 
task force recommendations were put into effect, imports would greatly 
increase in quantity to the extent of 50 percent, would you say ?

Mr. JAMESON. Yes, Mr. Chairman. We assume that .imports of oil 
would increase to the extent of supplying 50 percent of our total de 
mand in the United States, and domestic production of oil would 
decrease proportionately.

The price of both imported oil and domestic oil would be reduced 
to some $2 a barrel. We don't think this is dependable, but we were 
trying to illustrate that reducing the cost of oil and using more im 
ported oil, would be accompanied inevitably by a greatly increased cost 
of gas to consuming public. Therefore, the total cost of petroleum, 
oil and natural gas would show no saving. In fact, it is very likely that 
there would be an increase in cost to the consuming public.

Mr. ULLMAN. That is an interesting concept.
Mr. Burch, you had in your statement a figure that rather startled 

me. You said that if the task force recommendations were put into 
effect, that it would adversely affect our balance of payments by some 
$2.2 billion.

Mr. BTJRCH. Eight. You must understand that we are not able to 
figure precisely the balance of payments, but I am told by various 
Government agencies that from $1 to $1.50 per barrel is the adverse 
effect on balance of payments in any increase in imports over the 
present level.

Mr. JAMESON. May I supplement that, Mr. Chairman ?
I think that figure related to oil imports.
Mr. BURCH. Yes.
Mr. JAMESON. On this chart, and this bears on this, Mr. Chairman, 

you will note that we show a cost of imported oil today of some 
$2 billion. If we went to this policy of dependency on foreign sources 
of both oil and gas, we estimate that the cost of imported oil would be 
some $4.5 billion. The cost of imported liquid gas would be some $6 
billion. So it is readily apparent that a change from a cost of $2 billion 
foreign oil to a cost of over $10 billion of imported oil and gas would 
have a very, very severe impact on the balance of payments, even 
more so than suggested in Mr. Burch's testimony, which dealt only 
with oil.
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Mr. ULLMAN. The whole gas problem disturbs me somewhat.
Do you think that if we continue our present program of quotas on 

a similar basis, that we can keep apace with the need for gas ?
Mr. BURCH. Not under the present economics.
Mr. JAMESON. As Mr. Burch pointed out, we have the resources, 

we believe, Mr. Chairman. But first we would need a reliable and 
dependable import policy. But then, as was suggested earlier today, 
we think that there is a very strong need to correct the regulatory 
practices of the Federal Power Commission which have artificially 
and unrealistically depressed the price of natural gas where it is not 
paying its fair share of the cost of the development of petroleum 
resources, both oil and gas.

Mr. BURCH. That chart very graphically illustrates that. You can 
see how much of the $60 billion is accounted for by gas. On a B.t.u. 
basis we sell more gas to the American consumer than we do oil.

Mr. ULLMAN. It seems like we go both ways in this dilemma. As 
I understand it, the cost of imported gas is several times what the price 
of domestic gas is.

Mr. BTTHCH. The average price of domestic gas is 16 cents.
Mr. JAMESON. That is 16 cents per million cubic feet.
Mr. ULLMAN. And what is the price of imported ?
Mr. BTJRCH. Sixty cents is the minimum figure, I believe, that is 

being used, delivered on the east coast.
You also have to gasify it after it arrives, so there is an additional 

cost in the gasification.
Mr. ULLMAN. In other words, close to four times as much.
Mr. BTIRCH. You would have to add the transportation from the 

wellhead. The 16 cents is the wellhead price. You would have to add 
the transportation to the city gate. And there are many prices for 
gas. It is sold to industrial consumers on a peak load basis and on an 
off-load basis. But still, the price of domestic gas is considerably 
cheaper.

Mr. ULLMAN. If you averaged it out what would it be ?
Mr. BTJRCH. It would be a good one-third to 40 percent cheaper.
Mr. JAMESON. Do you mean at the city gate, Mr. Chairman ?
Mr. ULLMAN. Yes.
Mr. JAMESON. The average city gate price is 25 to 30 cents delivered 

at the city gate. That would be about 50 percent. Sixty cents, as Mr. 
Burch said, for imported LNG is a conservative figure, because they 
are talking long-term contracts now that run substantially higher 
than that.

Mr. ULLMAN. Why are the cities like Philadelphia going to imported 
gas, as I understand they are ?

Mr. BTIRCH. Merely to supply peak loads at the present time, 
although in the future, if there is no increase in exploration effort 
in the United States, they need something to sell, and they have 
tremendous investments as far as plant and equipment is concerned, 
and they need something to go through that system to arrive at a 
return on their investment, so they have to turn somewhere for it.

That is what we are saying. I think they would much rather have 
a domestic source of supply. We can do it on a cheaper basis. It is 
just a question of incentives at this point.

Mr. MEDDERS. As I understand it, the technology on liquid natural
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gas is such at this time that faced with the serious shortage we have it 
is somewhat doubtful that you could depend upon liquid natural 
gas to really make up this gap. You have the possible alternative 
of importation from Canada, but that situation, at best, is unsettled.

Mr. ULLMAN. I see our old colleague Walter Kogers in the room. 
When he gets up to testify we may have some questions to ask about 
this subject, too.

Are there further questions? Mr. Gibbons.
Mr. GIBBONS. Would you tell me the source of the figures on your 

chart?
I am talking about the $60 billion. Is that retail sales ?
Mr. JAMESON. That was a calculation we made because we did 

not have any published figure. It is based upon the retail prices of 
the various petroleum products. The gas figure is a published figure, 
but the oil figure is a calculated figure. I would be glad to supply 
the basic figures from which this was derived.

Mr. GIBBONS. I ask that those be included in the record.
You will supply them ?
Mr. JAMESON. Yes.
Mr. GIBBONS. It was my information that the sales were much 

higher than that in 1968. I saw some published figures of petroleum 
companies having retail sales in 1968 of better than $71 billion.

Mr. BURCH. That may have included all of their foreign sales as 
well.

Mr. GIBBONS. That is why I was asking the source of your figures.
Mr. JAMESON. We took the various petroleum products and the 

published retail prices and made a calculation.
Admittedly, Mr. Congressman, this is an approximation. We don't 

claim it is the exact figure, but it is as close as we could get to it. We 
will supply the figures for the record.

Mr. GIBBONS. I would appreciate that.
(The information requested follows:)

ESTIMATED COST OF OIL AND GAS TO U.S. CONSUMERS, 1968 

OIL

Retail prices 
U.S. ——————————————————

consumption Cents per 
Million barrels gallon

Middle Distillates.... __....-,_.__----___.--.
Jet fuel...... ............... _...... ........

All other products... _ _ ............ _ _..

Total................................

1,150 34.84 
806 38.84 
978 17. 44 
349 12. 50 
668 ................
961 24.3

4,902 .-.....----.-...--.-.

GAS 

[In billions of dollars]

Used as fuel at leases, plants and pipelines. .........

Amount per Total cost 
barrel in billions

$14,63 $16.83 
17.31 13.15

IM l:ll 
£2 9:7°

50.09

. 8.65.... .... gl
.................... H

Total..-.---...—-....._——.——.___._...__.__—.—..._.—..—......._........-.- 9.80
Sources: U.S. oil consumption from U.S. Bureau of Mines; retail oil prices from Platts Price Serfice, U.S. Bureau of Labor Statistics, and industry sources; direct sales of (as from Federal Commission; other gas sales and other gasuses from U.S. Bureau of Mines.
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Mr. BUSH. I would like to know if any of these gentlemen have a 
recommendation to the committee as to what they would do under 
these existing circumstances. Maybe it is in the testimony.

Mr. JAMESON. Mr. Bush, we did testify that we thought in view of 
the uncertainty that exists today that there was a need for stability 
and assurance in the import program and we felt, and respectfully 
urged, that the committee recommend that the Congress enact into law 
the basic structure of the import program to provide some stability 
and long-range assurance, not only to the domestic producer but to 
all concerned as to what the import policy of this Nation would 
be over the next several years.

So we do recommend that a bill along the lines that you, Mr. Con 
gressman, and others have introduced, be enacted into law.

Mr. BTJSH. Would it be a meaningful first step to enact something 
into the law to see that a tariff program would not be imposed on 
oil imports ?

In other words, on the negative thing, it would simply suggest 
that one avenue not available under section 7 would be the tariff?

Mr. JAMESOJST. I think that would be helpful. In addition, I think 
the proposals to greatly loosen up the quota system through a series 
of piecemeal actions are of great concern to the industry, and to 
producers particularly.

If the import quota system, should be so greatly loosened up by 
taking action on these various matters, the net result will be we won't 
have any assurance of a relationship between imports and production.

Mr. MEDDERS. Mr. Bush, I feel a rejection by this committee in the 
form of a resolution, or whatever, of this tariff system that is con 
tained in the cabinet task force committee would be helpful.

But positive action is the thing we should keep thinking about.
Mr. BURGH. May I supplement that, too, Mr. Congressman?
When you read that task force report, and they obviously -had a 

goal when they started out to make an objective study but regardless 
of that fact and they say they are endorsing a tariff system, they then 
proceed to lay out one of the most elaborate quota systems you have 
ever seen in your life, admitting that their tariff system will not work 
without a quota system.

They immediately allocate markets, they allocate volumes and they 
set specific goals for countries. If that is not a quota system, I don't 
know what it is. So they admit themselves that there their system 
won't work without a quota system, either.

So I might answer by saying that this committee should pass a 
resolution condemning the tariff system. I think it could easily do so.

Mr. ULLMAN. We thank you very much for your testimony. Our 
next witness is our friend and former colleague, Walter Rogers.

Walter, we are very happy to have you before the committee again.

STATEMENT OP HON. WALTER E. ROGERS, PRESIDENT, INDEPEND 
ENT NATURAL GAS ASSOCIATION OP AMERICA

Mr. EOGERS Thank you, Mr. Chairman.
It is nice to be here in the pit.
Mr. ULLMAN. The 15-minute time allocation in no way indicates

4,6-127—70—flt. 8———11
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our respect for you. We know you probably could do a better job in 
15 minutes than anybody else could in an hour.

You may proceed as you wish.
Mr. ROGERS. You are very kind. I understand the time dilemma. 

I appreciate your remarks very much and I will cut this just as short 
as possible, Mr. Chairman.

Mr. Chairman and members of the Ways and Means Committee, 
my name is Walter E. Rogers. I am president of the Independent 
Natural Gas Association of America and appear before this commit 
tee representing that association and its members a list of which has 
been filed with the committee. The Independent Natural Gas Asso 
ciation of America is a nonprofit trade association with a membership 
comprised of virtually all of the major interstate natural gas pipeline 
companies in the United States, listed on our membership roster as 
transporters. The organization also has a substantial group of mem 
bers engaged primarily in the distribution of natural gas. The trans 
porter members of this association transport more than 90 percent 
of the total natural gas transmitted and sold in interstate commerce 
annually in this country.

For purposes of clarification I would point out that the natural gas 
industry is composed of three separate and distinct categories: (1) 
The producer who drills the well and produces the gas; (2) The 
transporter, or transmission company, who takes the gas from the 
producer and transports it in interstate commerce across the Nation 
to the various markets; and (3) The distributor, or local gas utility 
company, who takes the gas from the transporter and delivers it to 
the commercial, industrial, and residential users.

The Independent Natural Gas Association of America is commonly 
referred to as INGAA, and with your permission this abbreviation 
will be used in this statement.

I am pleased to appear before this honorable committee on the sub 
ject of foreign trade and its effect on the natural gas business. It 
should be observed at this point that although the natural gas indus 
try as such does have interests in several aspects of foreign trade 
control programs, the primary and major concern of the natural gas 
industry is in relation to oil import controls as their operation and 
implementation effect the supply of natural gas in this country and 
its relationship to the overall national energy requirements.

1. ENERGY REQtriREMENTS OF THE UNITED STATES

In the 48 years between 1920 and 1968, the population of this Na 
tion doubled. During the same period of time the energy requirements 
of the Nation more than tripled. During the 8-year period from 1960 
to 1968 the total energy requirements of the Nation increased by ap 
proximately 41 percent, while the population during that period 
increased by approximately 11 percent. During the 1920 to 1968 pe 
riod natural gas consumption increased from 827 trillion B.tu.'s to 
19,351 trillion B.t.u.'s, ac. increase of approximately 23 times. Much 
of this tremendous increase was due to the development of the long 
interstate gas transmission pipelines during the late forties and fifties 
that made gas available to the large eastern and midwestern markets.
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However, during the 1960 to 1968 period a time during which most 
of the major pipelines were in operation, the demand for gas in 
creased by more than 50 percent, from 12,000 to 19,000 trillion B.t.u.'s.

And in this connection it should be pointed out that the recent 
figures for 1969 reflect requirements of more than 21,000 trillion 
B.t.u.'s. Carrying projections into the future, it has been indicated 
by reliable studies that by the year 1980 the total annual demand will 
be approximately 33 trillion cubic feet, or approximately 34,000 tril 
lion B.t.u.'s.

The overall energy requirements are expected to grow faster dur 
ing the 1965-80 period according to an exhaustive study developed 
by the Chase Manhattan Bank in 1968. The experience of the first 
5 years of that period would indicate the validity of that study and 
its conclusions. Projections furnished by the Future Requirements 
Committee (a committee sponsored by the Denver Besearch Institute 
of the University of Denver and supported by the gas industry) re 
flect that natural gas requirements alone in the United States for the 
year 1990 will be 46.Y trillion cubic feet, or the equivalent of approxi 
mately 48,000 trillion B.t.u.'s. In simplified form by the year 1990 the 
requirements for natural gas alone in this country will almost equal 
the present daily requirements for all types of energy. Hence the ful 
fillment of the projected energy requirements as well as anticipated 
increases, is in my opinion one of the foremost problems to be faced 
in this country.

2. ASSOCIATION OF ENERGY REQUIREMENTS WITH NATIONAL SECURITY AS 
SET FORTH IN SECTION 232 OF THE TRADE EXPANSION ACT OF 1962. 
PUBLIC LAW 87-794, U.S.C., SECTION 1862 (1964)

Although it has been repeatedly stated that the trade policy of the 
United States should be primarily concerned with the expansion of 
world trade, an objective with which few would disagree, the Con 
gress of the United States very wisely let it be known that such ex 
pansion policy should not be at the expense of the national security.

By placing section 232 in the Trade Expansion Act a flexible method 
of full protection of our national security was provided. Certainly 
no one could disagree with the basic premise that the availability of 
energy is the No. 1 factor in national security and defense. Hence 
it would appear that every attention should be paid to the energy 
needs, both present and future, and to self-sufficiency in meeting those 
needs.

The expertise that has been developed by mankind in attacking 
and disabling foreign sources of supply as well as the transportation 
method or system between the resource country and the recipient, has 
increased by many times the vulnerability of both the source of supply 
and the transportation system. This country must never reach the 
point where it is dependent on any foreign nation, or nations for 
basic energy requirements either in peacetime, war time, or national 
emergency, whether such nation or nations be a potential friend or 
potential enemy. It would seem to me that this was the intention 
of the Congress when it enacted section 232 referred to above. To 
weaken the domestic energy resource of this Nation would, in my 
opinion clef eat the very purpose of section 232.
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3. THE POSITION OF THE NATURAL GAS INDUSTRY WITH RELATION TO 
FURNISHING THE ENERGT REQUIREMENTS OF THE NATION

Natural gas provides approximately one-third of the energy re 
quirements of this Nation. Using December 31, 1968, figures we find 
that of the 287 trillion cubic feet of proven reserves, 242 trillion are 
located in the States of Texas, Oklahoma, Kansas, Arkansas, Louisiana, 
and the gulf coast area. Sixty-seven percent of the energy market is 
located in the east coast and the north-central regions of the United 
States, both of which areas have less than 10 trillion cubic feet, or less 
than 4 percent, of the proven natural gas reserves.

Therefore, the position of the natural gas industry with relation 
to furnishing, the Nation's markets must be viewed as to all three 
segments—the distributor, the transporter, and the producer. The 
user of the natural gas, whether it be industrial, commercial, or 
residential, generally looks to the distributor and transporter for 
his supply, whether the need be for peacetime pursuits or for national 
defense. In order for these requirements to be fulfilled, and there 
must be a healthy distributor, a healthy transporter, and a healthy 
producer. Any activity or lack thereof which lessens the ability of 
the producer to deliver natural gas to the pipeline or lessens the 
ability of the pipeline to procure needed supplies of gas, simply re 
duces and weakens the ability of the distributors in the major energy 
market areas of this country to provide the necessary energy supply.

In this connection it should also be noted that the natural gas 
industry ranks sixth in the Nation from the standpoint of capital 
intensity and with a capital investment of more than $37 billion. 
To this investment can be added investments of the industry in 
production. It has been estimated that between now and the year 1990, 
an additional investment of more than $60 billion will be required to 
meet energy demands. In order to attract this kind of investment, 
it is imperative that the gas industry as a unit, including all three 
of its divisions or segments, be maintained in a healthy state. It fol 
lows in my opinion that every effort should be made by this Govern 
ment to the end that this industry be kept healthy.

4. THE RELATIONSHIP BETWEEN THE OIL IMPORT PROGRAM 
AND THE SUPPLY OF NATURAL GAS

Many people might say that since 96.6 percent of the natural gas 
requirements of this Nation are produced domestically there would 
appear to be no relationship with the oil import program or controls 
and that the gas industry would not have an import problem. Nothing 
could be further from the fact.

It is true that oil and gas are competing fuels although from the 
same source. However, the competitive aspect is not the major, the 
primary or the forecast problem posed for the gas industry should 
the oil import controls be measurably relaxed. The vital problem and 
the problem that should be of interest to every American is the supply 
problem. Gas supply is inevitably associated with oil production and 
oil exploration. Anything discouraging or adversely affecting the 
exploration for crude oil will also discourage the development of 
natural gas. The natural gas industry is dependent almost entirely
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on the major oil companies and independent producers of oil and gas 
for its basic gas supply. In 1968, the regulated pipeline and distribu 
tion companies produced less than ,9 percent of the gas transported 
through their systems. Therefore, I would reiterate that the producer 
of gas is the tap root of a healthy pipeline and distribution system. 
Unless a proper atmosphere prevails to promote the further explor 
ation for oil the gas industry in all three segments could well suffer 
irreparable damage.

It has been estimated by the chairman of the board of one of the 
major oil companies that the reduction in the price of crude oil to 
$2.50 per barrel would in turn reduce the future nonassociated gas 
reserves by as much as 20-30 percent. He further estimated that this 
would make a difference in nonassociated gas production of approxi 
mately 1.5 to 2 trillion cubic feet per year by 1980 and 2.7 to 4 trillion 
feet per year by 1985. Adding the nonassociated and the associated dis 
solved categories, this would mean a reduction of greater than 4 trillion 
cubic feet per year by 1980 and greater than 7 trillion cubic feet by 1985.

If this is allowed to occur and no remedial action is taken to meas 
urably restore exploration and development of the potential gas re 
serves of this Nation there is no way to avoid a critical and drastic 
supply shortage and a measurable depletion in proven reserves.

5. THE ANTICIPATED CRITICAL NATURAL GAS SHORTAGE

All present signs indicate that unless early and effective action is 
forthcoming to measurably increase exploration and development of 
the oil and gas resources of this Nation we will experience severe 
energy shortages before 1980, especially with relation to natural gas.

In the first instance it must be remembered that oil and gas are 
depleting resources. In order to maintain a healthy reserve to produc 
tion ratio, an amount of natural gas equal to the annual consumption 
must be discovered and added to the proven reserves each year. The 
failure to do this simply results in a reduction of proven reserves and 
in turn a reduction in the reserve to production ratio to dangerous 
levels. In other words, if you take more food out of the pantry than 
yoti replace, you will soon be faced with the problem of no food at all. 
This is the case with regard to natural gas. In 1968, the United States 
consumed 6 trillion cubic feet of gas more than was replaced in the 
reserves. In 1969, the United States consumed 12 trillion cubic feet of 
gas more than was replaced in the reserves. The result is a very simple 
mathematical equation. Our proven reserves were reduced by 18 trillion 
cubic feet, of gas. This loss in the proven reserves was the approximate 
equivalent to the entire 1968 requirement for natural gas.

The Future Eequirements Committee, in a recent survey, estimated 
that by the year 1990 the natural gas requirements will be 46 trillion 
cubic feet per year representing an annual compound growth rate of 
3.6 percent.

This means that the gas requirements of this Nation will more than 
double during the 1968-1990 period. The validity of these estimates 
is supported by reference to the natural gas requirements increase 
during the 13-year period between 1955 and 1968. During that 
time natural gas requirements increased from 9,000 trillion to 19,000
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trillion British thermal units. Assuming that these estimates are ap 
proximately correct and in my opinion they're on the low or conserva 
tive side, it will be necessary that 761 trillion cubic feet of natural gas 
be found and produced if we are to meet these requirements. If we're 
to maintain our present reserve to production ratio it will be necessary 
to discover and produce substantially more than the 761 trillion.

It is well to note that the cumulative requirements during the pro 
jected 22-year period are approximately two and a half times our 
present proven reserves. It is also important to note that the annual 
additions to reserves, according to a staff report on national gas sup 
ply and demand issued by the Federal Power Commission in September 
of 1969 did not at any time amount to as much as the projected require 
ments for the year 1970. The highest addition being 22 trillion cubic 
feet.

Since the reserve additions fell short by 6 trillion cubic feet in 1968 
and by 12 trillion cubic feet in 1969 this Nation cannot escape the cold 
hard fact that something must be done to reverse this trend and it 
must be done immediately. The time lag between exploratory activities 
and final delivery to the consumer could be several years. Failure to 
act now to stimulate and move forward aggressively in the solution of 
this problem could have tragic consequences. A chance that cannot be 
risked by this Nation.

I especially call to the attention of the honorable committee the fact 
that the situation described above exists today despite the present 
mandatory oil import program. To relax that program in any degree 
would in my opinion measurably increase the difficulties and problems 
faced by the natural gas industry in the future.

G. ADVERSE EFFECT ON THE NATURAL GAS INDUSTRY SHOULD ANY MEAS 
URABLE CHANGES BE MADE TO RELAX THE PRESENT MANDATORY OIL IM 
PORT PROGRAM

As pointed out in the previous paragraph relaxation of the present 
mandatory oil import program could have a serious if not drastic effect 
on the natural gas industry. This was clearly pointed out in the able 
expression of views by the present chairman of the Federal Power 
Commission, the Hon. John N. Nassikas, in his separate views which 
were printed in connection with the report on the relationship of oil 
imports to the national security.

This report was made by the Cabinet task force on oil import 
control in February 1970. The soundness of the views of the Chairman 
Nassikas is fully underwritten by a review of the past several years. 
Since 1956 wildcat drilling and geophysical activities have decreased 
40 percent and 56 percent respectively. These are two of the most im 
portant of all exploratory operations. Total wells drilled have de 
creased 43 percent, and the number of active rotary rigs is off bv more 
than 55 percent. Please note that all of this decrease in activity has 
taken place during a period in which mandatory oil import controls 
were in effect for approximately two-thirds of the time. Therefore it 
would seem to me that a relaxation of these controls would do nothing 
more than add to the difficulties and problems presently encountered 
and anticipated for the future. I would point out that the Cabinet
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task force on the oil import program seemed to adopt or accept an 
economic theory that a reduction in price would force the producer to 
produce more units in order to maintain his income, and therefore 
create an additional supply. The fallacy of this theory with relation to 
wasting assets is obvious. Its application would only hasten the day 
whene there would be no production at all. Certainly the reduction of 
price would not stimulate additional exploratory activity or invest 
ment.

The high-risk nature of the oil and gas business is not conducive to 
the attraction of capital investment unless the incentive or hope of 
reward is present. Certainly that incentive or hope of reward is de 
stroyed by the constant governmental threat of flooding the American 
market with cheap foreign oil. The attraction of capital for the explo 
ration and development of natural gas alone is many times more diffi 
cult because, in addition to the riskiness of the business in the first 
place, the price of natural gas is regulated by the Government, and 
hence the rate of return is rigidly controlled. In short any govern 
mental activity that adversely effects or materially reduces the explor 
atory operations for oil has a doubly depressant effect on gas activities.

Every possible effort therefore should be addressed at the present 
time to the development of energy resources of this Nation in order to 
meet our future requirements.

7. THE NEED TO INCREASE NATURAL GAS PRODUCTION IN THE LOWER 48 
STATES AND OFFSHORE AREAS

I would like to conclude my remarks to the committee by bringing 
into focus several of the benefits that would accrue to this Nation and 
its consumers if attention is paid to the full development of our natural 
gas supplies in the lower 48 States.

The gas supply shortage referred to in previous remarks is unques 
tionably a frightening thing. However, it need not come to pass if the 
proper steps are taken to develop our resources. Let us assume that the 
present proven reserves of this Nation are 275 trillion cubic feet of gas, 
enough to supply demands on present requirements of approximately 
13 years. The potential gas committee, a committee under the active 
sponsorship of the Mineral Eesources Institute of the Colorado School 
of Mines Foundation, Inc. and supported by the industry, in a report 
issued in October 1969 estimated a potential gas supply for the lower 
48 States of approximately 795 trillion feet.

Adding to this the present proven reserves of 275 trillion cubic feet, 
it would appear that the lower 48 States have a proven and a potential 
gas supply of 1,070 trillion cubic feet. The tremendous importance of 
making every effort to discover and develop the additional available 
supplies is that several beneficial objectives would be accomplished:

1. The consumers of this Nation would be able to have natural gas 
service at a price less than would be required for gas from any other 
sources. It has been estimated that gasified coal would require a deliv 
ery price in the general range of 60 cents per thousand cubic feet; 
imported liquified natural gas is estimated to be priced in the same gen 
eral range. Imported gas from Canada, if made available to us. would 
be higher by several cents per thousand cubic feet than our domestic
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Gas 'from Alaska would have a transportation cost of around 45 
cents to Chicago. In any of the foregoing alternatives it can be antici 
pated that the cost would be in the general area of 60 cents per thou 
sand cubic feet. In any event the price of domestically produced gas 
would be substantially cheaper to the consumer than any of the 
alternatives.

2. The wealth of this country would be measurably increased by 
further mineral discoveries and development.

3. The defense posture of this Nation would be measurably strength 
ened. The ready avalability of natural gas to the industrial areas of the 
Nation would make it unnecessary for a repetition of the burning oil 
tankers off Cape Hatteras during World War II.

4. A tremendous contribution to the solution of the air and water 
pollution problems of the Nation could be made without additional 
cost to the taxpayer.

5. The continuing contribution to the environment would be present. 
The transmission of natural gas by pipeline buried under the surface 
is noiseless and does not mar the landscape. It works 24 hours per day 
to meet many of the demands and needs and requirements of man 
without being offensive.

Each one of the objectives listed is of vital concern to the average 
American today. Hence I would hope that the sound policies made 
possible by the Congress and effectively utilized during the past sev 
eral years under the mandatory oil import program to the great benefit 
of this Nation will be continued, and I have full faith and confidence 
that this will be done.

Mr. ULLMAN. Walter, you will forgive me, but we have a vote and 
we have to recess.

Mr. KOGERS. Let me just add one thing in the conclusion. We have 
already talked about price. But there has been this other thing that 
has come to the fore so much, and that is the pouulation situation, 
whether it be the air or again the water, there is not any substitute for 
gas for clean air.

The demand is going to increase tremendously. In the environmental 
structure, you move into the situation where gas, if you will put it in 
the pipe and put it underground, nobody sees it, it does not offend 
anyone, it furnishes the energy for man and I think that we would 
be very foolish in this country if we adopt any policy that would change 
the situation to where we would not get this.

Mind you that it must be kept in mind that the situation creating 
the critical shortage at this time has been developed while the manda 
tory oil import program was in effect for over two-thirds of the time 
from 1956 when this has been going downhill.

What we need to do is not only sustain the mandatory oil import 
program at least similar to what it is, but to work out some way to 
stimulate the further production and exploration and development 
of gas.

Mr. ULLMAN. You have been very helpful, Walter.
The committee will stand in recess until 3 o'clock and if you would 

have any further remarks we would be glad to hear you.
Mr. EOGERS. I don't have, unless there are some questions.
Mr. ULLMAN. If you want to stand by and if there are any, we will 

call you-
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Thank you very much. 
We will stand in recess then until 3 p.m. 
Mr. EOGEES. Thank you, Mr. Chairman.
(Whereupon, at 2:25 p.m. the committee recessed, to reconvene at 

3:00 p.m.)
AFTER KECESS

Mr. WATTS (presiding). The committee will come to order.
Our next witness is Mr. Herbert D. Clay.
We are delighted to have you before the committee, and you may 

give the reporter your name and for whom you are appearing and 
proceed as you desire.

STATEMENT OF HERBERT D. CLAY, CHAIRMAN, GOVERNMENT RE 
LATIONS COMMITTEE, AMERICAN GAS ASSOCIATION, AND ALSO 
PRESIDENT, NATIONAL FUEL GAS CO.
Mr. CLAY. Mr. Chairman, my name is Herbert D. Clay. I am presi 

dent of the National Fuel Gas Co. and chairman of the Government 
Kelations Committee of the American Gas Association. I am appear 
ing today on behalf of A.G.A. and the National Fuel Gas Co. Both 
organizations are greatly concerned about the domestic natural gas 
supply situation and our ability to satisfy rapidly increasing consumer 
demands. We feel that any national policy on oil import controls will 
materially affect that supply situation.

We have today offered for the record a more detailed statement of 
our position on oil import controls. However, I would like to emphasize 
a few principal points in about a 10-minute summary.

A primary purpose of this brief oral statement, Mr. Chairman, is to 
attempt to give this subcommittee a concise, chronological account of 
the facts—especially those over the past year and one-half—which 
give rise to this growing concern, which reached its very peak with the 
announcement on April 6, 1970, of the proved gas reserves estimates 
for 1969.

First a word about those for whom I speak today.
National Fuel Gas Co. is a public utility holding company, whose 

subsidiary companies operate properties in northwestern Pennsyl 
vania, western New York, and a small section in eastern Ohio. This 
system provides retail gas service to over 635,000 customers in 468 
communities with an estimated population of 2,300,000. The business 
and industrial centers of Buffalo and Niagara Falls in New York 
State, and of Erie and Sharon in Pennsylvania, are key markets in the 
service area.

The American Gas Association is comprised of 345 member com 
panies, including 254 gas distribution companies, 60 gas and electric 
distribution companies, 31 gas transmission companies and several 
thousand individual members. Over 41.5 million homes, businesses and 
industries in all 50 States are served with gas; the distribution com 
panies in this association serve 92 percent of these customers which 
include some 145,000,000 of our population.

Thus, I am speaking essentially for the distribution segment of the 
gas industry. While some distributors have corporate diversifications
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which are related to oil and gas production, these are few in number, 
and comprise a very small portion of their total operations. So I believe 
I am on sound ground in making the statement that A.G.A. members 
have no significant monetary ax to grind in this oil import issue— 
except the very vital one of adequate gas supply and the ability to 
continue to serve our consumers.

This was our position in testimony last year before the House Ways 
and Means Committee and Senate Finance Committee on petroleum 
industry tax incentives. It was reaffirmed in our statement filed with 
the Oil Import Task Force on July 14, 1969. It is our position here 
today.

But the matter of domestic natural gas supply is one of increasingly 
vital concern. It is a concern that did not develop overnight, but over 
an extended period of debate. Let me recount a few significant dates 
and points.

During the late 1950's and the 1960's, the question of a possible gas 
supply problem was argued vigorously. And during this period, the 
drilling and exploration trends of the domestic petroleum industry 
declined sharply. Wildcat drilling and geophysical activity, which are 
considered the most sensitive measure of exploration operations, drop 
ped 40 percent and 56 percent respectively between 1956 and 1968; 
total wells drilled declined 43 percent, and the number of active rotary 
rigs was off 55 percent. There was also a drastic drop in exploratory 
wells completed as gas producers from 909 in 1959 to 429 in 1968, a 
decrease of 53 percent. A frequently discussed parameter of supply 
and demand, the reserves-to-production ratio, also drifted steadily 
downward from over 21 in 1956 to less than 15 in 1968.

Then on December 16,1968, about a year and a half ago, the Ameri 
can Gas Association, through a letter from its then President W. 
Morton Jacobs to the Federal Power Commission, took what was ad 
mittedly an extraordinary step. As Commissioner John Carver pointed 
out in a speech on March 5, this was one of four major "turning points, 
or new direction dates" since passage of the Natural Gas Act of 1938.

The A.G.A. letter said distributors were having difficulty in con 
tracting for increases in long-term gas supplies and recommended 
that the Federal Power Commission act to provide additional econ 
omic incentives for exploration and development. This meant higher 
field prices which most distributors had in the past vigorously resisted. 
Mr. Carver noted that "its significance was recognized by the Com 
mission. Until then, the distributor group had been alined as an ad 
versary of the producer group."

This was neither a timid nor a reckless step by A.G.A. There were 
many known and predictable ramifications. It was taken only after 
very careful consideration. In major public interest or Government 
matters,_no one likes to do an about face. But it was deemed necessary 
at that time, and events have supported that decision.

This "extraordinary step" was followed by the annual report of the 
A.G.A. reserves committee in April 1969 which, for the first time since 
reserves had been reported over the past 23 years, revealed a deficit. By 
deficit, I mean that the gross additions to proven reserves were less 
than gas produced—and by a very substantial 40 percent. Production 
in 1968 was 19.4 trillion cubic feet and only 13.8 trillion cubic feet of 
new reserves were added, a deficit of 5.6 trillion cubic feet.
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This was a very significant development. Even though the reserves- 
to-production ratio was declining to what many thought were danger 
ously low levels, there were numerous and prominent voices in the 
gas industry which contended that there was no real cause for concern 
so long as new reserves added each year kept up with actual production. 
So in April 1969, we reached that point of "real cause for concern," be 
cause reserves added did not keep up. We found less than we pro 
duced—40 percent less.

Then in June 1969, 10 distributor executives, representing about 40 
percent of the total meters served by the gas industry, met with the full 
Federal Power Commission at the Commission's invitation, and re 
affirmed that they could experience actual—although isolated—short 
ages this past winter (1969-70) and real problems this coming winter.

These predictions of some shortages this winter were borne out. 
Certain gas companies in the heart of the industrial midwest cur 
tailed their activities for new business and began to deny accounts 
which they had sought for years. One company had to shut down some 
major industrial plants for 6 days during the peak January cold spell— 
the first time that had ever happened. A north-central pipeline with 
drew a major expansion proposal for lack of supply. Evidence of ac 
tual shortage was no longer theoretical or prospective. It was here.

As to the real problems of next winter—and in future years—I cite 
the 1969 estimates of the A.G.A. Gas Reserves Committee, which were 
released on April 6, which illustrate the domestic gas industry's supply 
concern.

Production in 1969 was 20.7 trillion cubic feet. Additions to re 
serves were only 8.4 trillion cubic feet. This is the second consecutive 
annual deficit, and this time by a startling 12.3 trillion cubic feet, or 
60 percent.

Suffice it to say, there is no doubt whatsoever that we have a serious 
domestic natural gas shortage. We think this is a problem capable of 
solution. But the most economic and the most expeditious solution is a 
timely drilling effort aimed at the vast domestic potential natural 
gas supplies. Estimates of this potential for the "lower 48 States," 
that is, excluding Alaska, range upward from 750 trillion cubic feet. 
This compares with present proved reserves of 275 trillion cubic feet. 
But this vitally needed domestic drilling effort will only be further 
set back if a change in oil import controls attracts capital away from 
the domestic scene and toward foreign supply areas.

We in the gas industry use to worry a lot about acknowledging our 
supply problems for fear that our competitors would take advantage 
and gain the marketing momentum even after we had solved our prob 
lems. Now we find that our competitors seem to have equal or greater 
supply problems. Various Government officials have commented on 
this recently.

There isn't just a gas shortage. There's an energy shortage. And 
there are impelling public interest reasons why the solution to our par 
ticular part of the energy shortage should have top priority.

In addition to the fact that gas is a convenient, dependable, and 
economical fuel, it offers a very positive contribution to the growing 
national concern about environment. Natural gas is clean burning. It 
doesn't create air or water pollution. As to aesthetics, gas facilities



2318

seldom offend the eye because the 890,000 mile pipeline network is al 
most entirely underground from wellhead to burner tip.

Natural gas is a most valuable domestic natural resource. In this 
era when environment and consumerism are national bywords, the dis 
covery and development of natural gas should be encouraged, not dis 
couraged. It is our position that the proposed tariff system on oil 
imports would only serve to discourage the badly needed development 
of gas reserves.

Mr. WATTS. Thank you very much for your fine statement.
Are there any questions ? There is none.
Mr. WATTS. Our next witness is Mr. Brice O'Brien.
Would you come around and identify yourself for the record ?

STATEMENTS OF BEIGE O'BRIEN, VICE PRESIDENT, NATIONAL 
COAL ASSOCIATION; AND W. W. McCLANAHAN, EXECUTIVE PRES 
IDENT, NATIONAL COAL POLICY CONFERENCE

Mr. O'BRIEN. My name is Brice O'Brien. I am a vice president of 
the National Coal Association, which represents most of the major 
producers and distributors of the Nation's commercial bituminous 
coal.

SUMMARY

Increasing "substitutability" of fuels requires that the present hodgepodge 
of policies affecting oil, gas, coal and uranium be coordinated into a single 
"energy" policy. This is particularly true in considering import policies. Ex 
cessive imports of crude and residual oil will have a detrimental impact on all 
sources of domestic energy.

Given the proper incentives (which must include protection against unrestricted 
imports of crude oil and residual oil) the United States will have an adequate 
supply of energy from domestic sources, for the foreseeable future. If we reach 
the point where new discoveries of oil and gas are insufficient, synthetic oil and 
gas will be produced from coal and from oil shale—but only if the cost thereof 
does not have to meet the price of low-cost imported oil.

•The domestic fuel sources are extremely vulnerable (and will be for the next 
20 years) to competition from low-cost foreign oil. This is due not to inefficiency 
but to the facts of geology. Until per capita consumption of energy increases in 
the rest of the world (as it will), there will be a surplus of low-cost oil which is 
cheaper to find and to produce than domestic oil. Coal's cost advantage for elec 
tric power purposes has been eroded by requirements of sulphur abatement and 
by drastically increased costs occasioned by the most stringent law in the history 
of any country.

"Energy" cannot be thrown into the "free trade" basket by the United States. 
It represents a tremendous total item, and domestic energy is so vulnerable to 
low-cost foreign oil that "free trade" in energy would result in a balance-of-trade 
deficit of $20 billion per year before the end of the next 20 years. Such a deficit 
would destroy the "national security" by destroying our economy. In addition, 
it would give unfriendly nations (the source of most of the low-cost oil of the 
future) the power to bring the United States to its knees without ever fifing a 
shot. We would lose our independence of action, if not our nation.

Domestic energy industries cannot be turned off and on, up and down, like a 
spigot. If the country is to have energy when needed, all segments of the do 
mestic energy industry must have an opportunity to expand on an orderly basis. 
Oil, gas and uranium need "lead time" to find and accumulate sufficient reserves, 
the "inventory" of those industries. The "inventory" of the coal industry is pro 
ductive capacity (including trained manpower), which also needs many years 
of "lead time" for expansion.

Congress should enact a requirement that energy imports in the future be held 
to their present percentage of domestic energy consumption—with "energy" con-



2319
sidered as a whole (oil, gas, coal and uranium) rather than in its individual 
segments. Congress should leave the details thereof (what part should come from 
South America and Canada, etc.) to the Executive Department. If this is done, 
the country will maintain a reasonable degree of self-sufficiency and independ 
ence in energy. If this is not .done, energy consumers may save a few dollars in the 
short run, but in the long run our economy and our national security will be com 
promised so severely that it will be impossible for the United States to maintain 
any semblance of world leadership.

We believe that energy (all forms of energy) must be carved out of 
the general foreign trade picture and given special treatment—not 
for the good of the energy producers, but for the preservation of the 
Nation. The United States can be reasonably self-sufficient in energy if 
Congress adopts appropriate policies. For the next 20 or 30 years, 
however, domestic energy productive capacity will be unable to grow 
if it is forced to compete with unrestricted imports of low-cost foreign 
oil. The Nation, therefore, must choose Taetween the following 
alternatives:

(a) Congress can limit by law the percentage of total energy con 
sumed in this country which will be allowed to be supplied by imports. 
If this is done, imports of energy will grow, but only at the rate that 
domestic consumption grows. The United States will be reasonably 
self-sufficient in energy at reasonable costs (although those costs will 
probably be higher than the short-term costs of becoming largely de 
pendent on imports). Or

(6) Congress can choose to let the Nation become largely dependent 
on energy imports. For the short term, this would probably reduce 
energy costs. In the long run, it would be disastrous for the country. 
The cost of energy (and its peculiar vulnerability to the low-cost com 
petition of imports) places energy in a special category; the annual 
deficit in the balance of payments would soon become too great for the 
Nation to bear, thus impairing the national security by ruining the 
economy. The national security would be further jeopardized by the 
ability of foreign nations supplying our energy to dictate policy under 
threat of energy disruptions.

I will now set forth in some detail the basic considerations which 
lead to the conclusions already set forth:

Energy can no longer be treated differently as to its component parts,' 
technological developments have created substitutdbility among 
the energy sources, to tJie point where policy affecting one source 
affects all sources

It is no longer possible to disrupt the supply of any one source of 
energy without having a marked effect upon all other sources of energy. 
Unrestricted imports of residual oil will erode the productive capacity 
of the coal and uranium industries. Unrestricted imports of crude oil 
will erode the productive capacity of domestic oil, and will also result 
in decreased discovery of natural gas. Erosion of coal's productive 
capacity will decrease the Nation's prospects of maintaining self-suf 
ficiency in oil and gas (through the future production of synethetic 
fuels from coal). Without sound planning based on the concept that oil, 
gas, coal, and uranium are merely segments of one total industry—
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energy—the country will be unable to meet the tremendous energy 
needs of the future.

These changing circumstances were well summed up in a statement 
presented last month to a subcommittee of the Senate Judiciary Com 
mittee by Messrs. Netschert, Gerber, and Stelzer of National Economic 
Kesearch Associates, Inc.:

Uranium, coal, oil, and gas all serve the identical function in an electric 
utility power plant, which is to produce heat which makes steam which turns the 
turbine-generator to produce electricity . . .

In the non-boiler fuel market there is also competition between coal, oil and 
gas, with coal at a basic disadvantage because of its greater difficulty of hand 
ling than the fluid fuels. In certain sections of the country, especially the North 
east, there is a significant competition between gas and oil ... There is further 
competition between the fuels on the one hand and electricity on the other . . .

Also on the longer-term horizon are other changes in the circumstances of in- 
terfuel competition. One is the commercial development of oil shale for the pro 
duction of synthetic liquid and gaseous fuels. It appears that only a relatively 
small increase in the price of crude oil (perhaps as little as 10 percent) would 
be required to make shale oil competitive with crude oil. This would bring a new 
energy source on the scene. Similarly, synthetic liquid and gaseous fuels from coal 
are within striking distance of being commercial. The basic technology is fully 
developed and it is only a matter of bringing certain cost components into line. 
It has been estimated, for example, that gasoline can be produced from coal 
with the present state of the art at only one or two cents a gallon higher than 
the current refinery cost of giasoline from crude oil.

The effect of the changes that have already occurred and those that are pos 
sible during the coming decade is to create a degree of substitutability among 
the various energy sources that has never existed before. Electricity is fully sub- 
stitutable for any of the fuels for most purposes and potentially substitutable 
in transportation ; gas and oil (in total energy or in the fuel cell) are com 
plete substitutes for marketed electricity; oil shale and coal can yield a re 
finery feedstock that supplies the full range of major refinery products now ob 
tained from crude oil and a synthetic gas that is identical with natural gas; 
uranium and the fossil fuels are all complete substitutes for each other as fuel for 
power generation.

For the good of the country, the entire range of policies affecting 
energy supplies must, somehow, be coordinated in the future. There is 
a notable lack of such coordination at this time. For example, Govern 
ment-sponsored "over-sell" of atomic power, unrestricted imports of 
residual oil to the east coast, and premature limits on sulphur con 
tent of fuels have combined to destroy the incentive for opening of 
new coal mines—which, coupled with unexpected delay in the per 
formance of atomic power, higher-than expected growth in energy 
demands, and unnecessarily harsh mining laws, has resulted in a ser 
ious coal shortage today. That such a shortage exists in the country 
which is the most abundantly endowed with coal reserves must be ac 
cepted as proof that our Government has not adopted appropriate 
energy policies.

n
Given the proper incentives (which must include protection against 

unrestricted imports of crude oil and residual oil) the United 
States will have an adequate supply of energy from domestic 
sources, for the foreseeable future

The energy needs of the future will be tremendous—a statement 
accepted by everyone. Projections of energy consumption vary from 
source to source, but the following data represent what we conceive
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to be a consensus, and are presented in terms of quadrillion B.t.u.'s to 
make comparisons easier (40 million tons of coal is equal to about 1 
quadrillion B.t.u.'s) :

(The data referred to follows:)
PROJECTED CONSUMPTION OF ENERGY, UNITED STATES, ANNUAL AND CUMULATIVE 

[In quadrillion B.t.u.'s]

Coal

Year

1960......
1970.. .
1980......
1990.. ...
2000......

Annual

10.0 
14.7 
15.7 
20.0 
28.0

Cumulative

127.5 
280.0 
462.5 
707.5

Gas

Annual

12.5 
18.3 
25.0 
33.7 
46.1

Cumulative

152 8 
363.9 
648.9 

1, 038. 8

Oil and NGL

Annual

20.7 
28.3 
38.5 
52.5 
71.3

Cumulative

238.4 
565.5 

1,011.0 
1,616.0

Uranium (LWR's)

Annual

3.3 
16.8 
35.8 
60.4

Cumulative

7.7 
108.3 
376.7 
865.3

RESERVES

Mr. O'BRIEN. Proven reserves of natural gas and oil are, as is widely 
known, sufficient to last only a relatively short time. However, most 
people in those industries, and many responsible people in Govern 
ment, are confident that there is enough undiscovered gas and oil in 
the country to permit meeting all domestic needs for the remainder of 
the century—provided the price and other incentives are sufficient to 
result in the necessary exploration risks.

With respect to uranium, the situation is more complex. Used in 
light water reactors (the type being built today) uranium con 
tains about 450 by 10 9 B.t.u. per ton of concentrate (assuming pluto- 
nium recycle). Using the figures of the Atomic Energy Commission 
for possible reserves up to $30 per pound (present price is somewhat 
under $8 per pound), we have a uranium energy reserve of about 360 
quadrillion B.t.u. as probable minimum, and 675 quadrillion B.t.u. as 
probable maximum. It is apparent, therefore, that atomic power can 
not make any lasting contributiton to our energy supplies unless a 
"breeder" reactor is developed. If such a reactor is developed, it will 
multiply by a factor of about 80 the amount of energy which can be 
extracted from a given quantity of uranium. If that comes to pass—and 
the Atomic Energy has expressed high hopes that it can be accom 
plished on a commercial basis before 1990—there will still be a period 
of about 30 or 40 years (depending on the "doubling time" of the 
breeder) when there will be heavy pressure on uranium supplies, but 
after that transition period has been passed through there should be 
a sufficient supply of fuel for atomic powerplants. The consumption 
figure for uranium set forth above is based on light water reactors, 
which require substantially more uranium for initial cores than they 
require in annual burnup, and this peculiarity accounts for a sub-- 
stantial part of the "consumption" figure set forth.

Reserves of coal in the United States range from 17,300 quadrillion 
B.t.u.'s to about 25,400 quadrillion B.t.u.'s. Note that the estimated 
total annual consumption of all fossil fuels in the year 2000 amounts 
to only 145.4 quadrillion B.t.u.'s. Thus, even our minimum estimate of 
recoverable coal reserves are more than 100 times as great as the ex 
pected year 2000 consumption of all fossil fuels. And this coal can be 
converted to oil and gas—if the price is right. It seems entirely unlikely 
that oil and $as made from coal will be able to compete with low-
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cost foreign oil during the remainder of this century, because it seems 
probable that the rest of the world will continue for the next 20 or 
30 years to have a surplus of oil. Eventually, of course, the rest of the 
world will increase per-capita consumption of energy, and the sur 
plus will disappear. But domestic energy will need protection against 
low-cost foreign oil for many years to come if the Nation is to rely on 
domestic energy.

While reserves of oil shale are not as bountiful as those of coal, they 
are still tremendous. Estimates of the energy recoverable therefrom 
range more than 5,000 quadrillion B.t.u.'s to 8,700 quadrillion B.t.u.'s. 
Thus, oil shale alone could—again, if the price is right—supply all the 
oil and gas for the country at the rate we are using it today for more 
than a hundred years; even at the consumption rate expected in the 
year 2000, oil shale could handle that task for nearly 50 years.

We believe these figures show that the United States can, at a price, 
maintain self-sufficiency in energy through this century and the next 
century. It is probably fruitless to speculate beyond that time, because 
it is impossible to even guess at what innovations might occur. But 
it seems reasonable to hope, and to believe, that by the end of the next 
century research into fusion will result in a permament solution to 
mankind's energy requirements.

in
The United States will become greatly dependent on imported energy 

if domestic energy supplies are not protected against oil imports
Domestic supplies of oil are very vulnerable to unfettered competi 

tion from foreign oil. This arises not out of inefficiency, or unneces 
sarily high prices, but simply out of the facts of geology. The remain 
ing undiscovered oil deposits in this country lie at much greater 
depths than those being exploited abroad, and as a result the cost and 
risk involved in finding them is far greater. To provide the incentive 
necessary for exploration, the rate of return must be substantially 
higher than that which would result if domestic oil had to compete 
with foreign oil.

It is true that a large part of the present "inventory"—proven re 
serves—of the domestic oil industry would be produced and sold even 
if it had to compete with imported oil—but it would be sold at a price 
insufficient to cover the cost of replacement, and, therefore, it would 
not be replaced. Such a policy would, in effect, result in the early 
liquidation of the domestic oil industry because existing inventory is 
sufficient to last only a very short period of time.

While domestic natural gas is currently priced far below the cost 
of imported liquified gas, it too would have its reserve situation made 
far worse if domestic energy were subjected to unfettered competition 
from foreign oil. This would come about, in part, because substantial 
gas discoveries are made during the course of exploration for oil, and 
if exploration for oil ceases less gas will be found. In addition, in the 
future the cost of domestic gas will of necessity rise, to compensate 
for the increased costs of finding new reserves, and if unfettered com 
petition from imported oil is permitted it may some day be cheaper 
to make gas from imported oil than it is to go out and find new domes 
tic supplies.
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The effect of unrestricted oil imports upon the possible production 
of synthetic oil and gas from coal and from oil shale is obvious and 
drastic. Synthetic gas from coal and from oil shale cannot compete 
with the cost of domestic oil and gas, and will not be able to do so until 
the cost of finding domestic oil and gas forces the prices of those com 
modities higher than they are today. Unrestricted imports of crude 
oil will delay by decades—until such time as the world oversupply of 
oil disappears—the commercial production of synthetic gas and oil 
from coal and oil shale. It will take literally hundreds of millions of 
dollars to build a single full-scale plant producing synthetic fuels from 
coal or oil shale; such an investment will never be made unless and 
until the Congress enacts a firm, long-term limitation on the percent 
age of domestic fuel needs which will be permitted to fall into foreign 
hands.

Even in the field of providing power for electric plants, domestic 
energy is becoming increasingly vulnerable to imported residual oil. 
Domestic uranium has temporary protection against imports of 
uranium, but it has no protection against imports of residual oil— 
and many utilities are now building plants to burn imported oil rather 
than coal or uranium.

Until recent years, the Nation has not suffered unduly from the 
effects of imported residual oil on the coal industry—primarily be 
cause domestic coal was substantially cheaper in most parts of the 
country than imported residual oil. In the case of powerplants situated 
right on the east coast, imported residual—being a byproduct—could 
and did undersell domestic coal, and the Nation needed limitations on 
imports thereof. Those limitations were provided, under the quota 
system, until 1966. At that time a substantial wage increase forced the 
coal industry to violate President Johnson's voluntary price guide 
lines. Shortly thereafter, the President opened the entire east coast— 
District 1, which includes Connecticut, Delaware, the District of Co 
lumbia, Florida, Georgia, Maine, Maryland, Massachusetts, New 
Hampshire, New Jersey, New York, North Carolina, Pennsylvania, 
Rhode Island, South Carolina, Vermont, Virginia, and West Vir 
ginia— to imports of residual oil. Almost immediately those power- 
plants located on the coast began switching from domestic coal to im 
ported residual. In recent years even those powerplants located some 
distance inland have begun to make the switch—and most of the new 
fossil fuel powerplants planned in the coastal States are going to 
use imported residual. Even though it is very expensive to transport 
residual oil overland—it must be kept hot in order to be kept liquid— 
the utilities are switching to residual and away from coal for two 
primary reasons:

First, government has stimulated severe restrictions on the sulfur 
content of fuels prior to the time when technology for sulfur abate 
ment is commercially accepted, and the utilities would rather meet 
those restrictions by turning to imported low-sulfur oil than by con 
structing costly sulfur-abatement plants which have not yet been 
proven through long experience. Second, the cost of producing coal 
has been increased substantially through the enactment of the most 
stringent coal mining law in the history of any country. Under these 
circumstances, the eastern seaboard is already dangerously dependent,

46-127—70—4>t. 8———12
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for its supplies of electricity, on residual oil imports. Unless Congress 
takes action, this dependence will become almost complete in the next 
few years. Worse, this dependence will shift from friendly sources— 
South America and Canada—to more questionable sources—because 
the low-cost residual oil is available primarily from the Mid-East. 

We believe that domestic coal will continue to be the cheapest fuel 
for producing electricity in the interior of the country, in spite of the 
increased cost of producing coal and the expected high cost of abating 
sulphur emissions in coalburning powerplants. Yet we (and the Na 
tion) have ample cause for alarm. The Oil Import Board of Appeals 
has already granted permission for Commonwealth Edison Co. of Chi 
cago to bring imported residual oil up the Mississippi River to Chi 
cago, to replace (at a 50-percent cost increase) high-sulphur coal being 
used there. It was stated, in granting that permission, that the case 
was not to be considered a precedent. We hope we can rely on that 
statement, because there are many additional petitions pending for 
permission to import residual oil into the very heart of the Nation. If 
the utilities are forced by law to .rely on domestic fuel, they will build 
the sulphur-abatement plants now being offered to them and will sup 
ply their communities with electricity and with clean air—at the same 
time, and at a price. If they are permitted to switch to imported resid 
ual oil, they will have the power, they will have the clean air (if they 
use Mideast residual), and the price will be even greater than it would 
with sulphur-abatement plants for coal. And the country will be the 
big loser—both in balance-of-trade problems and in military security.

IV

Energy must be given special consideration in foreign trade deter 
minations, because of its great effect on the national, security 
through military security and through balance-of-trade consid 
erations

In the last 20 years, the U.S. consumption of energy (mineral fuels, 
hydropower, and nuclear power) has more than doubled, from 31 tril 
lion B.t.u.'s in 1959 to more than 65 trillion B.t.u.'s in 1969. Our coun 
try's total raw energy bill this year will be about $20 billion. Our trade 
deficit in energy will be nearly $2 billion.

In the past few years the rate of energy consumption has been in 
creasing about 5 percent each year. It is apparent that our energy con 
sumption of today will double well within the next 20 years. As we 
consider energy policies, therefore, we are envisioning in less than 20 
years a yearly bill of $40 billion.

If Congress fails to enact a permanent and definite limitation on the 
percentage of our energy needs which will be permitted to "go for 
eign," it is quite probable that substantially more than half of the total 
energy bill will become a net loss to our country in terms of trade. We 
fail to see how any country could possibly maintain faith in its 
currency with a $20 billion a year drain in one single item—energy. 
The results will be disastrous to the economy, and the country simply 
must have a strong economy if we are to have any chance at all of 
maintaining freedom in a large part of the world. The national se 
curity would be destroyed by such a drain, because the economy 
be destroyed.
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The national security would be greatly imperiled for another 
reason—the ability of unfriendly sources of supply (and most of the 
world's surplus low-cost oil will come from countries whose continued 
friendship is quite tenuous) to create economic chaos in this country 
merely by interrupting our oil supply. Only a relatively small portion 
of the great energy needs of the United States could be met by imports 
from Western Hemisphere countries. The surplus oil is in Africa, 
with relatively small (in relation to future needs) quantities fore 
seeable from South American and from Canada. Gas requirements, 
likewise, will become subject to Eastern Hemisphere sources (through 
production of synthetic gas from foreign oil) if the country fails to 
insist on self-sufficiency. Speaking to the Independent Petroleum As 
sociation on May 12 of this year, Canada's Minister of Energy, Mines, 
and Resources (Hon. J. J. Greene) stated in part:

Viewed against the scale of United States needs, Canadian gas resources 
likely to be available for export presently appear relatively small. To illustrate: 
Based on resources in the Western Canada sedimentary basin, we might have 
about 1.6 trillion cubic feet available for export in 1990, not much more than 
double the current annual volume. I feel it would be wrong for your industry 
and your policy makers, if they were so tempted, to look to Canadian supplies as 
a panacea for the ills of the American gas industry.

The domestic energy industries cannot ~be turned off and on. up and 
doiun, like a spigot. If the Nation is to remain reasonably self- 
sufficient in energy, Congress must enact a permanent, definite 
limitation on energy imports

If the country is to have oil, gas, and uranium available when needed, 
those industries must be given leadtime to carry out the extensive 
exploration necessary for accumulation and maintenance of reserves. 
Proven reserves are the inventory of those industries.

In the coal industry, our inventory does not consist of reserves. We 
have, as previously stated, reserves sufficient for centuries. Coal's 
inventory is productive capacity. For the past several years, Govern 
ment policies have resulted in a shrinkage of coal's productive capacity, 
to the point where the country is now faced with serious coal shortages. 
The details of that shrinkage, and the Government policies which 
caused it, are set forth in the attached document which we issued under 
date of April 27, 1970, entitled "Why Is Coal in Very Tight Supply? 
What Can Be Done About It ?"

The decisions made this year or next year with respect to imports 
of residual oil will have a long-lasting effect on the future capacity of 
the coal industry to produce coal when needed. Unless Government 
policies begin to encourage, rather than discourage, the opening of 
new coal mines, the productive capacity of the industry will further 
decrease. Once it decreases, it takes years to build back up—not only 
because it takes several years to open new coal mines, but even more 
important, it takes many, many years to build up a trained labor force. 
In addition, it is impossible to "beef up" overnight the coal-carrying 
capacity of the railroads.

If Congress permits foreign countries to gather control of a major 
part of our energy supplies, those foreign countries will have the
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power to cause economic chaos in the United States for a period of 
many years. If they should decide to cut off our oil supply, or to make 
drastic increases in the price thereof, it would be many, many years 
before our domestic energy industries could be rebuilt to the point 
of self-sufficiency. That is a gamble which the country should not take.

CONCLUSION

Congress should enact a requirement that energy imports in the 
future be held to their present percentage of domestic energy con 
sumption—with energy considered as a whole (oil, gas, coal, and 
uranium) rather than in its individual segments. Congress should 
leave the details thereof (what part should come from South America, 
Canada, and so forth) to the executive department. If this is done, the 
country will maintain a reasonable degree of self-sufficiency and in 
dependence in energy. If this is not done, energy consumers may save 
a few dollars in the short run, but in the long run our economy and 
our national security will be compromised so severely that it will be 
impossible for the United States to maintain any semblance of world 
leadership.

As requested in the notice of hearing, I have attached to this 
statement a summary sheet of the points made herein.

I appreciate the opportunity to express the coal industry's views to 
you.

We urge you to restrict imports of all fuels by law and lump them 
for special trade treatment, not for the good of energy producers, but 
for the good of the Nation. The United States can maintain a reason 
able degree of self-sufficiency and independence in energy only by 
limiting future energy imports, especially crude and residual oil to 
their present percentage of domestic energy consumption.

If this is not done, consumers may save a few dollars in the short 
run, but in the long run our economy and national security will be 
compromised so severely that it will be impossible for the United 
States to maintain any semblance of world leadership.

The increasing substitutability of fuels requires that the present 
hodge-podge of policies affecting oil, gas, coal, and uranium be co 
ordinated into a single "energy" policy and this is particularly true in 
considering import policies.

Excessive imports of crude and residual oil will have a detrimental 
impact on all domestic sources of energy which, for the next 20 years, 
will be extremely vulnerable to competition from low-cost surplus 
foreign oil.

Unrestricted imports of crude oil will erode the productive capacity 
of domestic oil and also reduce discovery of natural gas. A flood of 
foreign residual oil or even the threat thereof will similarly erode 
coal and uranium production.

Coal's cost 'advantage as an electric power fuel has already been 
eroded by the requirements of sulphur abatement and by drastically 
increased costs occasioned by the most stringent mining law in the 
history of any country. Coal's future role as a major source of synthetic 
oil and gas is also at state, because the synthetic fuels will not be 
produced if the cost thereof has to meet low imported oil prices.
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It is no longer possible to disrupt the supply of any one source of 
energy without a marked effect on all of them. Without some planning 
for fuels development, based on the concept that oil, gas, coal, and 
uranium are merely segments of one total energy, the country will 
be unable to meet the tremendous energy needs of the future.

Domestic energy industries cannot be turned on and off like a spigot. 
They all need leadtime for expansion. The United States can't afford 
to throw energy into the free trade basket. It represents a tremendous 
total item and domestic energy is so vulnerable to low cost oil that free 
trade in energy would result in a balance-of-trade deficit of $20 billion 
a year before the end of the next 20 years.

A deficit like that would destroy national security by destroying 
our economy. In addition, it would give unfriendly nations, the source 
of most of the low-cost oil of the future, the power to bring the United 
States to its knees without ever firing a shot.

Thank you.
(The following letter was received for the record:)

NATIONAL COAL ASSOCIATION,
Washington, D.G., June 12,1970. 

Hon. WILBTTR D. MILLS,
Chairman, Committee on Ways and, Means, U.S. Souse of Representatives, 

Washington, D.C.
DEAR Mr. MILLS : On June 3, the day I testified before your committee on oil 

imports, you asked Mr. Frank Ikard if he would submit to the Committee 
suggested language to make more specific the Committee's objective of protecting 
the country against undue reliance on foreign sources of energy. Mr. Ikard 
replied that he would do so.

Because the views of the coal industry may be slightly different from those 
of Mr. Ikard's group (although I think the difference if any is slight), I am 
taking the liberty of enclosing a draft which we have prepared. It would direct 
the President to hold imports of "energy fuels" (this would of course include 
residual oil) to the percentage of domestic consumption of all such fuels which 
is now held by imports. It would leave to the Director of OEP and the President 
the problem of allocating the imports among the various fuels and among the 
different sections of the country, because such details are probably too time- 
consuming for consideration by the Congress, and because some flexibility is 
probably necessary for the good of the country.

It may be that, in addition, the draft language should contain some carefully 
guarded permission for the President to let imports exceed the specified level 
in special emergency situation—but if so, such authority should be specifically 
limited to a reasonably short time period.

In the belief that such a limitation is essential to the preservation of this 
country's future economy, and to the country's freedom from coercion by un 
friendly nations, I hope that your Committee will give it serious consideration. 

Sincerely,
BKICE O'BBIEN,

Vice President.
Amend Section 232 of the Trade Expansion Act (Public Law 87-794) by adding 

thereto a new subsection (e), reading as follows :
(e) The Director and the President shall take such steps as are necessary to 

assure that imports of energy fuels (including oil, gas, uranium and coal, but 
not including electricity) shall not in the future exceed, as a percentage of 
domestic consumption of such energy fuels, the percentage of domestic consump 
tion represented by such imports during the year immediately preceding the 
enactment of this Act. The percentage of domestic consumption represented by 
imports shall be computed on the basis of British Thermal Units contained within 
the various fuels involved (and, in the case of uranium, usable under existing 
technology). The Director and the President shall publish such procedural 
regulations as are necessary to accomplish this directive.
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WHY Is COAL IN VERY TIGHT SUPPLY? 

(SUBMITTED BY THE NATIONAL COAL ASSOCIATION)

WHAT CAN BE DONE ABOUT IT? 
Introduction

Although blessed with virtually unlimited reserves of bituminous coal, the 
United States today is faced with such a tight supply that many members of 
Congress, government officials and consumers are highly concerned.

A real energy crisis, including brownouts or evqn blackouts for consumers of 
electricity, could arise very quickly if the immediately available coal supply is 
reduced further. And a further reduction could occur as the result of labor 
problems in the coal mining industry, in the railroads which transport coal, or in 
industries which furnish supplies vital to the mining industry. Or it could be the 
result of difficulties arising out of the stringent requirements of the recently 
enacted coal mine health and safety law. As provided by Congress, safety require 
ments of the new law went into effect March 30, 1970, ninety days after the 
President signed the legislation, even though there were protests that the law 
allowed inadequate time to put it into effect.

Many people have asked the reasons for the coal scarcity "in the midst of 
abundance," and what can be done to overcome it. Some have even gone so far 
as to suggest a curb or an outright embargo on coal exports, although it is readily 
conceded that exports are not the source of the problem and that curtailing 
them will not produce a solution.

The real causes for the tight coal supply, as seen from the coal industry's 
standpoint, are set forth in this document.
Government policies

TJ.S. government policies have discouraged investment in new coal mines. These 
policies have included the "oversell" of atomic power, air pollution control 
requirements beyond the reach of current technology, opening up the East Coast 
utility market to unrestricted imports of foreign residual oil, and the effects of 
imposing the toughest coal mining health and safety law in the history of mining.

Until relatively recent times, coal mines could be opened with comparatively 
low investment because the principal ingredient was labor rather than expen 
sive equipment. As a result, the industry consistently had excess productive 
capacity, and coal consumers naturally fell into the habit of relying on "distress 
coal" as a steady source of supply. This fiercely competitive situation resulted in 
little or no profit for the industry over a period of many years, as reflected by 
Treasury Department statistics. The situation was recognized on several occa 
sions in Supreme Court decisions (in Swnshine Anthracite Coal Company v. 
Adlcins, 310 TJ.S. 381, 1939, the Court said that for at least 30 years "overproduc 
tion and savage, competitive warfare wasted the industry.")

The financial distress of the coal industry was relieved by increased demand 
for energy during World War II. The coal industry's excess productive capacity 
was a great benefit to the nation during that period, because other energy 
suppliers could, not fill the wartime energy gap. The demand continued at a high 
level for several years following World War II, reaching a peak (for bituminous 
coal of 630 million tons in 1947. However, in the 1950's, with the increase in the 
use of natural gas for htome heating and the introduction of the diesel locomotive, 
coal demand again declined precipitously. Production in 1961 was down to 402 
million tons.

But during the war and post war years the coal industry, with the help of 
its equipment suppliers, developed new mining machinery that put coal on the 
road to becoming a capital-intensive industry. Labor was reduced—and produc 
tivity increased—by expensive machinery. This meant that the huge amounts of 
capital necessary to open new coal mines would be available only to the extent 
th.it "incentive was sufficient."

Despite mechanization, profits in the industry continued low. Even as late as 
1962. the availability of excess productive capacity forced producers to sen coal 
fit little or no profit. The U.S. Atomic Energy Commission, in its 1962 report to 
to Pres'dent (p. 16, Appendices), stated :

"The coal industry is an important national asset and is expected to supply 
increasing energy requirements during the remainder of the century, even 
under conditions of a rapidly growing nuclear power industry. The coal 
industry cannot be expected to do this under subnormal profit conditions.
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The industry's need for capital is unlikely to be satisfied by either investors or lenders if returns on capital continue at such low levels. It seems from the foregoing that any real evaluation of the future coal prices should start not from present depressed prices but from a current figure of perhaps $5.25 per ton, a figure that includes taxes and a profit that may be sufficient to attract the capital required for future expansion."The price of coal at the mine in 1962, according to the U.S. Bureau of Mines, averaged $4.48 per ton—a figure which included all bituminous coal, low-priced steam as well as higher priced metallurgical coal. The ABC thus recognized that substantially higher rates of return would be required to attract capital invest ment in new coal mines.

The huge expenditures for research and promotion of atomic-fueled power plants by the Atomic Energy Commission had a dramatic impact on the coal industry. Late in 1963, Jersey Central Power and Light Co. bought the first large atomic power plant purchased without government subsidy (other than the indirect subsidies involved in such items as insurance and enrichment of uranium fuel). In doing so, the company issued a highly publicized economic analysis which indicated that, at the prices then prevailing, coal could no longer compete in its system with atomic power.
From then on, the coal industry was subjected to a barrage of adverse com ment which led many people to feel that coal had no future. Atomic power advocates indicated that nuclear power was already cheaper than coal-fired power; that the cost of nuclear power would be dramatically reduced in the future; and that if coal was to remain competitive, the selling price would have to be reduced substantially in the future.
The coal industry's fear of the future increased when Commonwealth Edison Co. of Chicago announced that it was "going atomic" even though it was located in a low-cost coal area. This feeling was worsened when Tennessee Valley Au thority, in one of the lowest-coal areas of the country, announced that it too was jumping on the atomic bandwagon. Many prominent utility executives were quoted as stating that their systems would never build another coal-fired plant. Under these circumstances, quite naturally, investors were no longer inter ested in advancing the large sums necessary to open new coal mines, except in cases where the customer was willing to enter into a long-term contract that would give reasonable assurance of recovering invested capital. Moreover, it was becoming increasingly difficult to attract young people into the coal industry; a serious manpower problem got its start.
The consequences of this situation wTere foreseeable—and they were foreseen. On July 17, 1964, Philip Sporn, then chairman of the System Development Com mittee of American Electric Power Co., Inc., submitted to the chairman of the Joint Committee on Atomic Energy of Congress a statement on "Post-Oyster Creek Evaluation of the Current Status of Nuclear Electric Generation." Mr. Sporn said:

"Although my great optimism with regard to the coming role of the atom in our overall energy • economy continues'unabated, I am also deeply con cerned over the welfare of our domestic fossil fuel industries on which we are going to depend heavily for a major fraction of our overall energy supply for the foreseeable future—certainly to the end of this century . . ."I am concerned over the likely effect of continued subsidization of the atom on the welfare of the nation's vital fossil industries, particularly coal. There would be little or no incentive for the conventional equipment manufacturers, the fossil fuel producers, and the transporters of fossil fuels to make an effort to improve their technology and reduce costs, if they are warned in advance that whatever their efforts the federal government will guarantee the advantage to their nuclear competition."
Commenting on Mr. Sporn's remarks, Stephen F. Dunn, president of the Na tional Coal Association, wrote the Joint Committee on Atomic Energy on Au gust 18,1964:

"If government continues to guarantee the advantage to coal's nuclear competition, the result might well be destruction of incentive to improve, with premature loss of strength, to the severe detriment of the public. II Congress will restore the balance of free competition, we are confident that the coal industry will grow and prosper—and contribute to the nation's energy supplies for centuries to come."
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Sulfur Oxide Pollution
Shortly after the 1963 Oyster Creek announcement, the coal industry's future 

was further threatened by a new development—concern over sulfur dioxide, a 
colorless gas formed when fuels containing sulfur are burned. For many years 
coal had been criticized for its 'air pollution in the form of particulates—visible 
emissions in the form of soot and fly ash. But the "smoke" problem was finally 
being solved, with the development of processes which today can remove more 
than 99 per cent of the particulate emissions from a coal-burning plant. Sulfur 
dioxide removal was something else again—it posed a new air pollution threat. 
Almost all coal contains sulfur—and most coal has sulfur content too high to 
meet the strictest air pollution control standards. With its inadequate funds for 
research, the coal industry set about finding out what could be done about this. 
The industry sought—and generated—some government funds for research on 
sulfur dioxide control, but the amount spent has been miniscule compared to the 
research support of atomic power.

In the meantime, the industry urged state and local governments to resist 
federal pressure for restrictions on the use of high sulfur coal. The industry 
urged that it be given a few years to develop the necessary control technology. 
The industry's optimism with respect to the development of sulfur dioxide re 
moval technology proved to be well founded. By 1970 manufacturers of sulfur 
abatement equipment had developed, without government assistance, sulfur 
removal systems; they were and are willing to guarantee performance. While the 
cost of sulfur removal operations cannot yet be guaranteed, it is believed it will 
be within a range which will make the use of coal cheaper in the interior of 
the country, and eventually on the East Coast, than imported residual oil. One 
large-scale plant to abate sulfur emissions is now under construction by Kansas 
Power and Light Co. It is expected to be in operation within a few months. 
Other utilities are beginning to show an interest in sulfur removal facilities. 
Unless large-scale plants for abatement of sulfur emissions are built, the public 
will demand an end to the use of high sulfur coal and a large part of the nation's 
power supply will become dependent on foreign oil.
Oil Imports

Through 1965, imports of foreign residual oil into the East Coast were limited 
to a reasonable percentage of demand, in order to prevent undue dependence 
of the electric power industry on foreign sources of supply. In 1966, however, 
the East Coast was thrown open to unlimited imports of foreign residual oil. with 
the result that a majority of the electric output in the East Coast area has become 
dependent on imported residual oil.

In the interior of the country, controls were continued until recently. The high 
cost of transportation of residual oil in conveyances other than ocean tankers 
had heretofore made the question of imports to the interior relatively moot But 
with the demand for reduction of sulfur emissions, utilities in the interior of the 
country have shown a desire to switch to low-sulfur foreign oil despite its higher 
cost. Imported low sulfur residual oil costs utilities about 50 percent more than 
coal. One application for permission to import residual oil into the Midwest was 
granted early in 1970. Many others were pending. On March 17,1970 a representa 
tive of the National Coal Association appeared before the Mines and Mining 
Subcommittee of the House Committee on Interior and Insular Affairs, and said: 

"Uncontrolled imports of residual oil can cause the country's coal produc 
tive capacity to disapear—and once it disappears it will take a very long 
time to build it back up again. During that rebuilding period, the country 
will be without coal, no matter how desperately it is needed.

"Unrestricted imports of crude oil will delay by decades (until such time 
as the world oversupply of oil disappears) the commercial production of 
synthetic gas and oil from coal and oil shale. During those decades, the drain 
on our balance of payments may become so ruinous as to undermine the 
ability of the United States to maintain a position of world leadership."

Goal urine JJenlfh and, Safety Act
More than two years ago the coal industry, the United Mine Workers of 

America, and the U.S. Bureau of Mines concluded that laws governing Safety in 
the conl mines should be updated. For many months they engaged in tripartite 
negotiations in an effort to formulate attainable objectives which woulfl afford 
the greatest possible protection to coal miners. They were nearing a consensus
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Then, late in 1968, a trigie mine disaster focused national attention on safety 

problems of the industry. This led to immediate demands for a stringent new 
coal mine safety law. Demands for the control of respirable coal dust also became 
strong at about the same time.

The industry supported most of the safety proposals, but maintained that 
they should not be so restrictive as to inhibit coal production at a time when 
coal already was in short supply. It was apparent for more than a year that Con 
gress would pass a stringent coal mine health and safety bill, but its exact provi 
sions were not known until the closing days of 1969. Some of the standards set in 
the new law, particularly its limits on respirable coal dust, are the strictest in 
the world; it was obvious that many mines could not meet both the health and 
safety requirements. Only a few days after the new law went into effect, many 
small opertors informed the U.S. Bureau of Mines that they were going out of 
business. They said they could, not meet the requirements of the new law and 
continue to operate.

As an example of the new equipment required under the new law, automatic 
braking equipment is specified for mine haulage cars. No such equipment is avail 
able today. Undoubtedly it can—and will—be manufactured, but in the meantime 
the law says the mine operator who does not install automatic braking equipment 
is violating the law.

In any event, the new requirements will substantially increase the cost of 
producing coal and, in some cases, without necessarily increasing the safety 
of the coal miner. The almost certain effect is to drastically curtail coal produc 
tion, while substantially increasing mining costs.

Perhaps the most serious long-range effect of the new law is found in the 
"respirable dust" levels effective June 30, which are fixed and which may not be 
possible to attain. During congressional consideration of the new law, much pub 
licity was given to the British experience on this subject; yet the conclusions of 
the British were ignored in the language approved by Congress. The British do 
not close down coal mines for failure to achieve fixed dust standards. They try 
to attain the lowest possible dust level within the limits of available technology. 
But the new law passed by Congress says a mine will be closed if it does not 
reach an arbitrary maximum which is much more strict than the average level 
achieved in Britain.

The full effect of the new law remains to be determined. It already is clear, 
however, that many small mines will go out of business, and production in many 
large mines will be reduced. The gap between supply and demand for coal will 
continue to widen.
Energy needs

The nation today is faced with a demand for coal which is much greater than 
was anticipated a few years ago—and the primary reason is that production of 
electricity from atomic power plants is running a year to two years behind sched 
ule. This greatly increases the need of utilities for coal—coal which they did not 
expect to use and for which they did not contract ahead of time. Faced with this 
unexpected need, at a time when the industry's productive capacity has dimin 
ished, the Nation is now in a true energy crisis.

The United States this year will consume about 65 quadrillion Btu's of mimeral 
energy (coal, oil, gas and uranium). In 30 years the United States will con 
sume more than 200 quadrillion Btu's—about three times as much. Our total 
energy bill (raw fuel) today exceeds $15 billion a year; by the year 2000 it will 
be about $50 billion a year without inflation. About 80 percent of our energy 
reserves lie in coal. Unless we encourage the expansion of coal's productive ca 
pacity, this nation faces an impossible task of filling its energy requirements 
without relying on foreign sources of supply, a dangerous gamble because of 
the uncertainty of these sources.

Atomic power shows signs of increasing problems. Hopefully, these will be 
solved eventually. Unless they are solved the energy problem of the future will be 
even more acute. The main problem facing atomic power is the development of a 
safe, reliable and economic "breeder" reactor before light water reactors exhaust 
the extremely limited supply of low-cost fissile material. As reported in a recent 
publication of the National Academy of Sciences (Resources and Man) :

"Taking a view of not less than a century, were electrical power to con 
tinue to be produced solely by the present type of light water reactors, the 
entire episode of nuclear energy would probably be shortlived. With the use
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of more costly uranium, the cost of power would increase until nuclear power 
would no longer be economically competitive with that from fuels and 
water . . .

"It is clear . . . that by the transition to a complete breeder reactor pro 
gram before the initial supply of U-235 is exhausted, very much larger sup 
plies of energy can be made available than now exist. Failure to make this 
transition would constitute one of the major disasters in human history." 

It may be possible for the Atomic Energy Commission to develop a workable 
breeder reactor soon enough to enable atomic power to supply the amounts of 
energy now forecast by AEG, but even so, there will be greatly increased needs 
for all other forms of energy, including coal.

The cost of producing domestic energy (oil, gas and coal) is increasing. But 
reserves are sufficient to be largely self-sustaining for a long time if the nation 
is willing to pay the higher costs. The only alternative is to permit unrestricted 
imports of foreign crude and residual oil, which will be somewhat cheaper than 
domestic sources for the next 10 or 15 years, but then the nation will be without 
domestic energy productive capacity and may well have destroyed international 
faith in the dollar because of the drain on the balance of payments. Further 
more, the nation will be dangerously dependent on foreign sources of fuel.

The point to be stressed here is that the coal industry's productive capacity 
cannot any longer be turned off and on like a spigot. If the capacity is to be 
there at all, there must be orderly growth, not merely because of the necessity of 
incentive to invest but, more importantly, because of the time and confidence 
required to build up an adequate trained manpower force.

The utilities were warned, in advance, that their reliance on the bold asser 
tions of atomic power advocates was causing the coal industry's excess capacity to 
disappear. In April, 1967, the industry presented its views in a symposium at 
the American Power Conference in Chicago. In a speech subsequently published 
and distributed to all major electric utilities, a staff member of the National 
Coal Association stated:

"With the threat of atomic power hanging over coal's biggest market the 
excess mining capacity has been eliminated. In the last few years very few 
mines have been opened on speculation. Coal producers are expanding, they are 
opening new mines at a fast pace—but they are doing so only after they obtain 
a firm, long-term commitment, at a fair price, for most of the coal to be 

produced. . .
"The coal industry cannot expand its production overnight to enable you to 

increase the plant factor of standby coal plants...
"The coal producers are willing and able to expand productive capacity and 

to furnish you with coal you will need—but it will cost you less if the growth of 
the coal industry is orderly than if it has to be accomplished under crisis con 
ditions. In conclusion, then. I urge you to recognize the new character of the 
coal industry, brought about in part by atomic energy. I urge you to recognize 
your continued and increasing need for coal as a source of energy. And I urge 
you to help the coal industry solve the problems which must be solved if we 
are to give you the energy you need—when you need it."

Unfortunately, that advice, for the most part, went unheeded. Many utilities 
failed to make long-term contracts which would assure them the coal they now 
need. As a result, the attrition of coal's excess productive capacity continued. 
In 1968 the industry was beset with various wildcat strikes and without excess 
productive capacity was unable to make up for the loss from work stoppages: 
coal demand exceeded supply by about 20 million tons. In 1969, coal demand ex 
ceeded supply by about 8 million tons. The difference came out of consumer 
stockpiles—many of which are now dangerously short. The industry has reached 
the point where a day of lost production is lost forever: it cannot be made up. 
This is true not only because of lack of excess productive capacity to mine coal, 
but also because of lack of excess capacity to transport coal and because of 
lack of excess capacity to furnish coal mining supplies.

The threat of an energy shortage was again reviewed by a staff member of 
the National Coal Association'in a-speech inserted in the Congressional Record 
March 5. 1969:

"Our mo'St bitter complaint, however, deals with what we call the 'oversell' 
of the atom. I think you are familiar with what I am talking about—the 
predictions that atomic power will transform the earth into paradise. Since 
we started complaining about this there has been some easing up, but even
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yet we find the AEG discussing, as though they were just around the corner, 
agro-industrial centers and blooming deserts.

"I realize, of course, that predictions like that make it easier to sustain 
appropriations of billions of dollars a year. I submit, however, that the 
'oversell' of the atom harms the national economy. It tends to cause people 
to overlook some of the very serious policy questions involved in the direc 
tion of our atomic program. Moreover, it jeopardizes the future ability of the 
energy which our country will need—both atomic and fossil. It jeopardizes 
the future availability of atomic energy, because it results in increased con- 
iStruction of non-breeders which waste scarce fissile material. It jeopardizes 
the future availability of fossil energy, because it shakes the confidence of 
the investors who must decide whether to take the capital risks required 
to make fossil fuels available. It also increases the diflBculty of attracting 
necessary manpower to the coal industry."

Coal exports
Some of those who failed to recognize the changing character of the coal in 

dustry tend to blame coal exports for the situation in which we now find our 
selves. This is unjustified. The foreign nations who need U.S. metallurgical coal 
have shown foresight. They have entered into purchasing contracts ahead of 
time—far enough ahead of time to give the necessary incentive for capital in 
vestment in productive facilities. In consequence, the growth of the coal export 
market has benefitted the nation by adding some $600 million per year (I960) 
to the nation's balance of trade. The growth in the export market has been 
reasonably orderly. Total bituminous coal exports have been in the neighborhood 
of 50 million tons per year for the past several years, with 1&69 exports of about 
56 million tons.

So it is inaccurate to blame the supply situation today on an increase in coal 
exports. On the contrary, without this market, the coal productive capacity today 
would simply be about 50 million tons less. Domestic consumers failed to furnish 
the incentive necessary for the installation of the 50 million tons of capacity 
represented in foreign shipments.
What should 6e done f

The use of atomic power offers no solution to the shortrun problem of energy 
supply. The biggest contribution that atomic power can make is the development 
of a reliable, safe and economic "breeder" reactor. This may be possible, at the 
present rate of effort, in a'bout 20 years. If so, the country's need for coal for 
electric' power may start to decline in 40 or 50 years, although by then there will 
be a great need for coal for conversion into gas and oil. The current slowdown 
in ordering atomic power plants is probably temporary, while technology catches 
up with the promises made by its more enthusiastic supporters, but in the long 
run atomic power must come to an untimely end unless a breeder reactor is 
developed.

If no unusual interruptions of supply or difficulties in production are en 
countered, the coal industry should be able to meet the country's major needs 
for coal in the years immediately ahead. Whatever can be done such as strength 
ening general labor law to avoid wildcat strikes in coal, in transportation, in 
mine supply industries and in industry generally—should be done.

Also of immediate as well as long-range concern is the question of how much 
the new coal mine health and safety law will result in a reduction in productivity. 
It already appears that production will be curtailed to a considerable extent, 
especially among smaller coal mine operators who are unable to comply with 
the strict requirements of the new law and who choose voluntarily to go out of 
business. Congress and the American people should be alert to the very real 
possibility that the health and the welfare of the nation may require emergency 
amendments to the law, amendments which will protect the health and safety 
of the miners through alternative means of achievement of the desirable ends.

Coal consumers must recognize the change in character of the coal industry 
and enter into the long-term contracts required if productive capacity is to 
increase in an orderly fashion. Not all consumers of coal, of course, use quanti 
ties sufficient to warrant a single contract resulting in the opening of a new 
mine. Many medium and smaller consumers can, however, combine to offer a 
sufficient guaranteed market for the opening of a new mine. In addition, most coal 
producers who receive a guaranteed market for a given tonnage will usually build 
in additional capacity at their own risk to supply smaller consumers. In other
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words, a contract with a utility calling for a million tons of coal per year will usually result in the opening of a new mine with capacity to produce 25 or 30 
per cent more than that, with tbe excess capacity available for the industrial 
market. So the problem, basically, is with the large consumers. They must 
recognize that whether they have sufficient coal available five years from now 
depends on them; it depends on whether they will enter into long-term contracts with sufficient incentives for the coal- producer to open a' new mine which will 
be able to produce that coal within a few years. The so-called spot market for coal will never again be a reliable source of supply. Under today's conditions 
few companies are willing to gamble on a new mine under any circumstances.The Government has pursued an official policy of encouraging the use of atomic 
energy. It spends about 15 times as much on atomic energy research as it does 
on coal research. There must be a better balance. Either the Atomic Energy Act 
should be amended to drop the present mandate to promote atomic power, or 
some Government agency should get similar orders 'for coal.

Most current coal production—and most reserves low in cost and near major 
consuming centers—is high in sulfur. However, high sulfur ooal can be burned 
without air pollution by using sulfur dioxide control processes. It is essential 
'that the Government 'help build several full-size demonstration plants to remove sulfur dioxide from stack gases of coal-trarning plants. Unless this is done, no 
new mines will be opened in high sulfur coal deposits and existing mines may 
be closed needlessly.

The cost of building these demonstration plants would be perhaps $4 or $5 million per plant. Without such plants in operation, the utilities will tend to 
delay the day when they do the necessary planning for increased "coal use.

Eventually, Congress must face up to the problem of determining the energy supply mix among coal, oil, gas, uranium and imported fuels. The impact of 
future 'policies on imports is by no means confined to the coal industry. As stated recently by Hollis M. Dole, Assistant Secretary of ithe Interior, "Unless we take 
prompt and substantial action, we shall pass from a period of energy sufficiency to a period of general energy insufficiency."

Secretary Dole continued:
"Yet the impending reductions In energy supply is an economic condition, not a physical one. The fact is that we have enormous resources of hydrocarbon fuels—solid, liquid and gaseous—that are available to us any time we care to 

undertake the cost and effort to find, extract and produce them. The case of coal 
illustrates the 'paradox of the condition of economic scarcity coexisting with a 
condition of physical abundance. With a thousand-year supply of coal in sight, we are short of coal in 1970 because, for various reasons, economic incentives 
have not been sufficient to bring the required volumes to market. We know ex 
actly where the ooal is ; we know with a high degree of 'reliability just how much 
of it exists; but we simply have not been willing to create enough capacity to get it out of the ground."
Other measures

In addition to the policy decisions that now must be made, there are miscel 
laneous amendments to the tax laws which might improve the climate for invest ment in the comfcinued production and use of coal. These would involve little cost 
to the Government.

For one thing, the present rate of percentage depletion for coal (10 'percent) 
could be increased. At present 'the depletion deduction of most producers is limited by the 50 percent-of-net limitation, so there would be little immediate 
benefit to coal producers and likewise little immediate cost to tone Treasury. But incentives are computed on the basis of "expectations" and even "hopes" of 
return after taxes. The increase in coal's depletion rate would have some benefi 
cial effect on the incentive problem, provided some of the other problems are solved or alleviated.

Similarly, the tax law provides that oil shale used to make oil or gas will be 
given a depletion deduction based on the value of the oil shale after "retorting." 
If the law were changed to advance the valuation point for coal used to make oil and gas to a comparable point, it would eventually have some beneficial effect 
on the incentive problem for synthetic fuel plants. It should be understood, foow- 
ever, that here too 'there will be no immediate impact because no tax incentive 
in and of itself would be sufficient to overcome the economic problems involved 
in building synthetic fuel plants if Congress decides to let imported oil compete 
on an unrestricted basis.
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The recent tax "reform" act passed by Congress granted rapid amortization 
for facilities used to abate air pollution, but only when such facilities are added 
to old plants. Presumably, it was felt such incentives should not 'be available for 
facilities added to new plants, because the decision to build or not to build a 
new plant can be made in the light of known requirements. However, pollution 
abatement requirements are constantly being made 'more severe, and a new plant 
ordered tomorrow may be faced with a serious problem 2 years hence. Further, it 
would facilitate the use of domestic coal in competition with imported residual 
oil, if the law were changed to permit the rapid amortization by coal consumers 
of facilities to abate sulfur emissions on plants built in the future.

One more tax item: In the recent tax revision, Congress codified a judicial 
rule expounded many years previously but generally ignored in the administra 
tion of the law. Congress said that fines shall not be deductible as a business 
expense. In the new Goal Mine Health and Safety Act, Congress provided for 
fines for violations of 'hundreds of rules in the mining of coal. If the enforcement 
agents vigorously enforce this requirement, the coal industry may well be faced 
with a large number of costly fines for violation's that, in many cases, may be 
completely outside the knowledge of the owner and completely outside the ability 
of the owner to prevent. Yet, under this provision of the law, there will be no 
tax deductions for these fines. It is quite possible that a coal company, under 
this provision, can wind up losing a substantial amount of money and yet paying 
substantial income taxes. The law should be amended at least 'to eliminate the 
nondeductability provision where there is no element of willfulness.

STATEMENT OF W. W. McCLANAHAN, JK., EXECUTIVE PRESIDENT, 
NATIONAL COAL POLICY CONFERENCE

Mr. MCCLANAHAN. Mr. Chairman, I represent the National Coal 
Policy Conference and for clarification, the Conference represents the 
railroads, the United Mine Workers, the producers of coal, several of 
the larger utilities, and the manufacturers of mining machinery. Thus, 
we work very closely with the National Coal Association, but we are 
a distinct organization.

I wish to endorse very strongly the recommendations of Mr. 
O'Brien, that the Congress establish through law a limitation on the 
total amount of energy which can be imported into the United States. 
It is my firm conviction that such a system would create a condition 
under which domestic energy industries could provide to a much 
greater degree than is possible under present import policies a more 
significant share of the Nation's energy requirements.

I am concerned particularly at this point with the importation of 
residual oil. In recent years, the wholly unrestricted imports of resid 
ual on the east coast have virtually or completely wiped out the coal 
growth market and to all practical purposes has prevented the devel 
opment of surplus capacity to supply the east coast with coal in case 
of emergency conditions. The 1969 imports into the east coast totaled 
almost 450 million barrels of residual oil, an increase of almost 60 
million barrels during that 1 year.

I might say that 60 million barrels is roughly the equivalent of 
about 13 or 14 million tons of coal. There are no controls on residual 
imports on the east coast. Controls do exist in districts I-IV, but they 
are now threatened through petitions for special allocations over and 
above the small amount which can be imported.

The Oil Import Appeals Board has approved one allocation, 41/3 
million barrels a year for Commonwealth Edison of Chicago but 15 
other petitions involving 40 million barrels a year are still pending. 
Once the dam is broken, the experience in the east coast clearly indicates
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that -we can expect a flood of imports to take over a significant share 
of the market from domestic fuels in areas reachable by our enormous 
network of inland waterways, coming up the Mississippi or coming 
through the St. Lawrence. If the committee concludes it cannot at 
this time embrace the idea of total energy imports, I hope it will give 
attention to the special and unique problems created by residual oil 
imports.

We alone are not concerned with this at this point. We have been 
in the past, more or less of a lone voice crying in the wilderness, you 
might say. We have not gotten very far.

However, it is interesting and significant, I think, that in recent 
months—and principally during the past year—there has been a rec 
ognition of this problem on a broader scale.

In the Shultz report on oil imports, although all members of the 
Cabinet signed the report and no one apparently took very much 
cognizance of the residual situation—they were mostly concerned 
with the crude situation—there was a very interesting statement made, 
and that was to the effect that the Secretary of Defense, Secretary 
Laird, had raised some question that existed in his mind as to the 
security aspects of the current amount of residual imports.

I think the Secretary of Defense is the key person in the security 
aspects of such a matter. He is quoted as saying that he considers 
that the question of residual oil imports "has not been adequately 
analyzed" and believes that "the effect of virtually free access to for 
eign residual oil on U.S. markets and on U.S. refining capabilities has 
been such as to make the continued exemption of residual fuel oil 
from import controls open to question."

He strongly urges that the entire subject of residual oil be studied 
as quickly as possible. Unfortunately, as far as we are able to deter 
mine, no such study is now being undertaken.

There have been other statements to the same effect. I was quite 
interested in the fact that this past month Mr. Richard Gonzales 
of Houston, who is an internationally known oil consultant, perhaps 
one of the most widely known and respected in the world, in a column 
he writes for the Oil & Gas Journal, pointed out that 80 percent of 
all the residual fuel oil used on the east coast is now of foreign origin. 
"Any disturbance upsetting tanker movement, which could occur as 
the result of various developments, would endanger these deliveries or 
increase their costs sharply if tanker rates advance in response to 
additional requirements," he warned.

"If oil imports are interrupted, the east coast runs the risk of 
shortages of electric power as well as oil products, because utilities 
rely heavily on imported fuel oil."

I think it is also significant that recently the IPAA, Independent 
Petroleum Association of America, adopted a resolution in which they 
referred to the importation of residual fuel oil as being excessive 
and requiring consideration by the Congress.

I endorse Mr. O'Brien's suggestion that there be a limitation on 
total fuel imports. I do have the reservation that within another 
year or so, if that is put into effect and it has not had the desired 
effect on limiting the growth of residual oil imports, it may be neces 
sary to take another look and determine if there shouldn't be special 
congressional activity on the question of residual imports alone.
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(Mr. McClanahan's prepared statement follows:)
STATEMENT OP W. W. MCCLANAHAN, JR., EXECUTIVE PRESIDENT, NATIONAL COAL 

POLICY CONFERENCE, INC.
Mr. Chairman, my name is W. W. McClanahan, Jr. I am Executive Vice Pres 

ident and Chief Executive Officer of the National Coal Policy Conference, Inc., 
an organization which represents all segments of the industrial complex built 
around bituminous coal—coal-producing companies, the United Mine Workers of 
America, coal-carrying railroads and barge lines, coal-consuming electric utilities 
and manufacturers of coal mining machines and equipment.

I wish to endorse the recommendation of Mr. O'Brien for the Congress to 
establish, through law, a limitation on the amount of energy which can be 
imported into the United States. It is my firm conviction that such a system 
would create the conditions under which the domestic energy industries could 
provide, to a much greater degree than is possible under present import policies, 
a more significant share of the Nation's energy requirements.

It seems to me that it would be impossible at this time for the Congress to 
do more than write the broad policy, leaving to the Executive Department, as 
Mr. O'Brien has suggested, the responsibility for working out the details of 
such a program. But it is only the Congress which can declare a new energy 
import policy, which is clearly indicated, and can restore to the Nation a degree 
of self-sufficiency in energy which has been dangerously eroded in recent years.

As you gentlemen well know, the domestic oil industry is thoroughly alarmed 
over the direction which the oil import policy appears to be heading. The coal 
industry is equally alarmed over indications that a further liberalization of 
controls on residual fuel oil imports appears to be the goal of at least some of 
those now responsible for directing the Nation's energy policy.

In recent months, persons outside the coal industry have begun to echo the 
fears which we have expressed over the years about the national security im 
plications of increasing residual fuel oil imports.

It is significant that the only comment on this particular aspect of the oil 
import program contained in the report of the Cabinet Task Force on Oil Import 
Control was attributed to Secretary of Defense Melvin H. Laird. In a section 
of the report devoted to supplementary comments of the Task Force members, 
this summary of Secretary Laird's views are reported as follows:

"He also considers that the question of residual fuel oil has not been adequately 
analyzed and believes that the effects of virtually free access to foreign residual 
oil on U.S. markets and U.S. refining capabilities have been such as to make 
the continued exemption of residual oil from import controls open to question. 
He strongly urges that the entire subject of residual oil be studied as quickly 
as possible."

Mr. Richard J. Gonzales, the well-known oil consultant, made the point in a 
recent column he wrote for the Oil and Gas Journal that 80% of all the residual 
fuel oil used on the East Coast is of foreign origin. He wrote: "Any disturbance 
upsetting tanker movements, which could occur as a result of various develop 
ments, would endanger these deliveries or increase their cost sharply if tanker 
rates advance in response to additional requirements." He further stated: "If 
oil imports are interrupted, the East Coast runs the risk of shortages of electric 
power as well as oil products because utilities rely heavily on imported fuel 
oil."

I cite the statements by Secretary Laird and Mr. Gonzales to reinforce the 
position we have long held that residual oil imports do, indeed, constitute a 
threat to national security and action to stem or reverse the flood of imported 
heavy fuel oil is long overdue.

In 1969, imports into the East Coast totaled almost 450 million barrels, an 
increase of almost 60 million barrels during the year. There are no controls on 
the East Coast. Controls which now exist in Districts II-IV are threatened 
through petitions for special allocations over and above the small amount which 
can be imported. The Oil Import Appeals Board has approved one allocation— 
4.5 million barrels a year for Commonwealth Edison Company of Chicago—but 
15 other petitions involving some 40 million barrels per year are still pending. 
Once the dam is broken in the interior of the country, I believe the experience 
on the East Coast clearly indicates that we can expect a flood of imports to 
take over a significant share of the market from domestic fuels.
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If the Committee concludes that it cannot at this time embrace the idea of 
limitations on imports of energy, it will give attention to the special and unique 
problem created by residual oil imports. We certainly feel that the subject de 
serves more detailed and thorough examination than it received in the Shultz 
Committee report. Perhaps this Committee could, in the absence of any other 
action, urge such a study upon the appropriate government agency.

The situation on the East Coast is extremely serious. It could become just as 
serious in the Midwest, if present policies continue unchanged. For that reason, 
we urge this Committee to give the matter of residual oil imports immediate at 
tention.

Mr. WATTS. Thank you very much.
Mr.Betts?
Mr. BETTS. I simply feel that anybody who stays until the very 

end of the day to testify deserves some commendation.
I think Mr. O'Brien has been around here long enough and had 

enough contact with the committee to know that is part of the hazards 
of appearing.

But also I want to say that I have had an opportunity to listen to 
Mr. O'Brien on many occasions here. I respect his judgement.

I appreciate your coming here and testifying, Mr. O'Brien.
Mr. WATTS. Mr. Schneebeli?
Mr. SCHNEEBELI. Gentlemen, I notice in the presentation given 

here this morning by Mr. Wright, in the division of U.S. energy sup 
plied by fuel sources, this chart which you may have seen earlier 
today, he shows that in 1960, coal had 22 percent of the energy source 
supply, while in 1985 they will still have 21 percent. On this increas 
ing curve of use probably increasing at least by doubling in those 25 
years, it looks to me as though coal has a very good future.

Mr. O'BRIEN. Congressman, I think it does, too. The difficulty is, 
that I don't have the money to invest in new coal mines. It is the 
people who have the money to invest in new coal mines who must 
have some confidence. They have had three or four different problems. 
One of them, we have just about overcome pur fear of atomic energy. 
For a few years, the Government made it look as though atomic 
energy was going to run coal out of business. We don't believe that 
any more.

But we have had also the actual experience of foreign residual oil 
taking our markets away from us on the east coast, and now threaten 
ing to take them in the middle of the country. On top of that, we 
have got this terrible problem of taking the sulfur out of our coal. 
We think we can do it. We are fortunate to have Government money 
to have some demonstration plants being built right now. It is going 
to increase the cost of coal $1 or $2 a ton. So coal's future is not 
assured. It would be assured if the United States would decide to be 
self-reliant in energy. The most energy we have got is coal.

Mr. SOHJST.EEBELI. But their forecasts seem to indicate that the con 
sumption of coal will be doubled in that 25-year period of time. So 
relatively your use percentagewise will remain constant.

Mr. O'BRIEN. Any such forecast has got to be based on the assump 
tion that Congress is not going to let this country become totally 
reliant on imported residual oil. Because, with the increasing costs 
problem we have, our new safety law, that forecast will come true 
only if you gentlemen will do what we are asking for the country, 
which is to limit imports. Foreign residual oil will be cheaper.
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Mr. SCHNEEBELI. I notice the oil companies have been buying up 
coal companies. What percentage of your present coal production is 
controlled through the oil companies?

Mr. O'BRIEN. I think about 130 million tons per year.
Mr. SCHNEEBELI. Out of how much ?
Mr. O'BRTEN. That part is now owned by companies which are 

primarily oil company owned. There are some others. There are some 
metal companies in this business too. But our total production this 
year will be 560 or 570 million tons.

Mr. SOHNEEBELI. That is a rather significant factor considering 
the oil companies must have faith in the future of coal production or 
they wouldn't have gotten into this. According to the chart presented, 
it would seem that they believe this very strongly, and also by their 
economic investment they would seem to indicate their confidence in 
the future.

Mr. O'BRIEN. I agree with those who believe the main reason oil 
went so heavily into coal is that they believe that the day is going to 
come when we are going to have to make a lot of our oil and gas out 
of coal.

Mr. SCHNEEBBLI. The present methods indicate that it is pretty ex 
pensive and, as the president of Sun Oil said today, it is even expen 
sive getting it out of oil sands up in Canada.

Mr. O'BRIEN. In a few years it can be done if we don't have to 
compete with foreign oil.

Mr. SCHNEEBELI. In Colorado they are doing this, in Rifle, Colo. ?
Mr. O'BRIEN. That is the oil shale.
Mr. SCHNEEBELI. Back in World War I, I remember the Fischer- 

Tropsch method, out of Germany. They were short of oil. They 
reduced coal to oil. It seemed to be commercially feasible at that 
point. Why has that gone out of popular use? Because of the cost 
factors ?

Mr. O'BRIEN. Congressman, Hitler ran a large part of World War 
II on coal. But commercially feasible is an odd term. It was com 
mercially feasible for him, because he had no other source. We can 
do it today. We can make it out of coal. But the cost is more. It costs 
a little more than domestic oil and it costs a lot more than foreign oil.

Mr. SCHNEEBELI. Thank you.
Mr. MCCLANAHAN. I understand that our present processes are far 

cheaper than the German processes during World War II.
Mr. SCHNEEBELI. I would think so. In 25 years, we should have 

improved somewhat.
Mr. MCCLANAHAN. May I also note in that chart, I am not fa 

miliar with that chart, but I am familiar with quite a number of the 
prognostications that have been made and the projections of the 
amount of fuel to be used in the future. And I think it is significant 
to me that the amount of coal projected to be consumed in 1890 and 
the year 2000 is quite similar to the amount that was projected in 
projections made in 1965 and 1963. They really have not changed 
much. But conditions have changed considerably since then.

In other words, when the complete controls of residual were taken 
off in 1966, you began to take a flood of imports into the east coast 
which was far beyond the increase that had been steadily taking 
place up to that time. The added costs from several different bills

46-127—70—iPt. 8———13
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which have been passed by the Congress have come into the coal in 
dustry since then.

So I think any projection of the use of coal in the future has to 
take account of the competitiveness under increased cost conditions 
which did not exist when some of these original projections were 
made.

Mr. SCHNEEBELI. This is projected by a company that has gotten 
into the coal business. So I think it would be a rather solid projection. 
According to this, it looks like an independent coal company would 
be a pretty good investment.

Mr. WATTS. Thank you very much for your appearance. I come 
from a rather large coal state myself. I am very interested in the 
welfare of coal, whether you are going to make oil out of it, or 
whether you are going to use it as coal. I am glad to see its prospects 
are not at least dimming. I feel sure there will be developed processes 
where it can be better utilized in a much cheaper way than you can 
now convert it into other fuels.

Mr. McCLANAHAN. We always come back to the fact that we burn 
22 percent of our energy in the form of coal, but 80 perecent of our 
reserves are in the form of coal.

[At the invitation of the committee and in lieu of reappearing before the com 
mittee, the following material was accepted from Secretary of the Labor George 
P. Shultz regarding the Cabinet Task Force Report on Oil Import Control and 
statements made during the day concerning the report.]

WRITTEN STATEMENT OP HON. GEORGE P. SHULTZ, SECBETAKY OP LABOR AND 
CHAIRMAN, CABINET TASK FORCE ON OIL IMPORT CONTROL

INTRODUCTION
I welcome this opportunity to comment—in my designated capacity as Chair 

man of the President's Task Force on Oil Import Control—on the testimony re 
cently submitted to this Committee by representatives of the oil industry. It 
should be understood that I do not and cannot represent the views of the Presi 
dent, who has reserved decision for the present on the Report which the Task 
Force made to him.

The testimony of the industry representatives included numerous criticisms 
of the Task Force Report. These were of two general types. First, there were 
assertions that the Task Force wrongly interpreted or ignored data available 
to it. I believe that these criticisms are adequately answered by the Task Force 
Report itself. Copies of the Report were distributed to all Members of Congress, 
and I shall not repeat its analysis and findings in detail. However, in order to 
clear up some general misunderstandings which appear from the testimony to be 
prevalent, I shall begin by describing the Report's organization and main con 
clusions. An appendix to my statement contains responses to specific criticisms 
suggesting errors in the Report.

I. THE TASK FORCE REPORT

I turn to the organization and conclusions of the Task Force Report. Part I 
examines the purpose of oil import controls, and it creates the focus for the 
remainder of the Report. Section C sets forth what the Task Force understood 
to be the governing criteria, land they bear emphasizing. As will 'be seen, para 
graph 115 outlines the main objectives of oil import control established by the 
Congress in what is now section 232 of the Trade Expansion Act of 1962. The 
statute makes it plain that this is a national-security program, nothing more. 
The Congress could change that by establishing other criteria, but the President 
alone could not and we on the Task Force could not. We took the governing 
statute as we found it, and we tried constantly and consistently to keep our focus 
on the national security—not always an easy task.

This is an important point. Some people talk about our dependence on "foreign 
oil" under one or another policy as if our choice were between 100% domestic



2341

self-sufficiency and outright dependence on the Middle Bast. Nothing could be 
further from the truth. On the basis of submissions to the Task Force by the 
industry itself, it appears that at present domestic prices oil Imports will have 
to supply about 27% of our requirements by 1980 unless there is an unforeseen 
breakthrough in the technology of producing oil from synthetic sources such 
as shale and coal. The present percentage is 19%, and almost everyone agrees 
that it will have to be increased. So the real question is not whether but how 
much and from where. If we had no import controls a large portion of our 
requirements—perhaps 20% of demand— would come from the low-cost and 
politically volatile Middle East by 1980, and I am not ready to say unequivocally 
that this would present no threat to our national security. However, the plan 
the Task Force proposes would draw the bulk of our imports from Canada and 
other acceptably secure Western Hemisphere sources, and would strictly limit 
Eastern Hemisphere imports to a maximum of 10% of U.S. demand. That may 
be too strict, but it is almost certainly not too permissive; and it seems to me 
that debate on this subject should begin with and focus on that point.

Paragraph 115 of the Task Force Report concludes that the first statutory ob 
jective is "protecting (1) military and (2) essential civilian demand against (3) 
reasonably possible foreign supply interruptions that (4) could not be overcome 
by feasible replacement measures in an emergency." Each of these elements is 
analyzed in detail in Part II of the Report:

(1) Incremental military demand is assessed in paragraphs 209 and 233 On 
the basis of advice received from the Department of Defense, we concluded that 
even if there were a protracted conventional war (which is not considered likely) 
and even if the Department of Defense purchases all its requirements in the 
United States, the additions to demand would not be significant. We included 
them in our projections of demand to be met in an emergency, as noted in para 
graph 226.

(2) Essential civilian demand is assessed in paragraphs 209 and 226. In addi 
tion, in the basis of advice received from the Office of Emergency Preparedness, 
we concluded in paragraph 242 that in an emergency total U.S. domestic con 
sumption could be reduced between 9% and 16%, through tolerable rationing of 
automobile gasoline alone; we adopted a 10% figure as a cautious estimate. The 
difficult question of consumption in allied and friendly countries is dealt with in 
several places throughout the Report: Paragraphs 111, 213, 239a, 251, 419, and 
424. Here we found ourselves without clear guidance from the Congress and had 
to make our own policy decisions and recommendations. The judgments of the 
security agencies—the Departments of State and Defense and the Office of Emer 
gency Preparedness—on which we relied, led us to conclude that the U.S. oil im 
port program should be addressed in the first instance to satisfaction of essential 
domestic demand, on the ground that 25 years after World War II the burdens 
of free-world security should be shared with our allies rather than borne ex 
clusively by U.S. consumers. The Report strongly recommends that we examine 
with our allies the measures that might be taken—such as increased emergency 
storage in Europe and Japan—to assure adequate supplies to them in the event of 
sustained curtailment of Eastern Hemisphere supplies.

(3) The risks of foreign supply interruption are assessed in Part II, Section C, 
paragraphs 209 through 225. Quantification of risks is a hazardous enterprise, 
and we did not attempt it. Rather, based on the advice of the security agencies— 
State, Defense and OEP—we sought to construct a qualitative analysis of both 
the likelihood and severity of various types of possible interruption. Our conclu 
sion was that the most serious contingency is not military but political and arises 
out of Arab-Israeli tensions in the Middle East and North Africa. Accordingly, 
we focused our security analysis on a denial of all Arab supplies to all free- 
world markets, varying the model to include interruption of Iranian supplies as 
well and extending the crisis beyond one year to two and even three years. I 
should emphasize that a crisis is not likely to extend that far or that long. For 
comparison, the three-year crisis in the early 1950's concerned only one supplier, 
Iran, and was readily surmounted with supplies from other sources.

The 1967 boycott by the Arab states extended to only three consuming countries 
and was over in a matter of days. The Suez closure in 1956 and 1967 was more 
troublesome, but the 1967 closure has now been largely surmounted by the con 
struction of supertankers that travel around the southern tip of Africa; it is 
doubtful that the Suez Canal will ever recapture its former oil traffic. The trouble 
is that if we had used a more limited and more realistic example—say, two or 
three of the more radical Arab states shutting down production for three months— 
it could have served as an invitation to create a longer and broader crisis in the
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hope of influencing U.S. policy towards the Middle East. Hence, we deliberately 
constructed a model exceeding in scope our expectations of the likely dimensions 
of any international supply interruption. It is summarized in Table K on page 65.

(4) Feasible replacement measures consist in the first instance of (A) avail 
able domestic production and (B) secure-source imports, supplemented by (C) 
emergency additions to supply.

(4A) Domestic production is laboriously built up in Appendix D, starting on 
page 215, from government and industry submissions and our own investigations. 
The estimates for 1975 and 1980 at various domestic prices are summarized in 
paragraph 228 and in Table C on page 41, a copy of which appears as Figure 1 
of this statement.

FIGURE 1 
TABLE C.—U.S. CONSUMPTION, PRODUCTION, AND IMPORTS, 1975 AND 19801

[Millions of barrels per day]

Real price per barrel 2

4. Imports as a percentage of consump-

1968

13.1
10.6
2.5

19

$3.30

16.1
12.4
3.7
23

1975
$2.50

16.3
11.6
4.7
29

$2.00

16.4
11.2
5.2

32

$3.30

18.6
13.5

5.1
27

1980
$2.50

19.0
11.0
8.0

42

$2.00

19.3
9.5
9.8

51

1 1968 figures are from Bureau of Mines data; imports are computed on an OIA basis. 1975 and 1980 figures are taken 
from app. D; these accord generally with submissions to the task force.

' $3.30 is the present south Louisiana wellhead price for crude of 30° gravity. $2 is theapproximate wellhead price that 
would prevail in 1980 if import controls were soon eliminated. "Real price" is computed in constant dojlars.s Includes exports, residual fuel oil, and petrochemical feedstocks. Elasticity of demand at lower prices is assumed to be stated in par 226 above. Puerto Rican internal demand, military offshore demand, and bonded fuels are not included. 
These are assumed to be 0.6 million barrels per day in 1975 and 0.7 million barrels per day in 1980.1 Includes natural gas liquids of 1.6 in 1975 and 1980. Depending upon the length and nature of transition arrangements, 
U.S. production in 1975 could vary somewhat from the figures shown at the lower prices.

It should be emphasized that the domestic price levels—$3.30 per barrel, $3.00, 
$2.50, and $2.00—are illustrative of various levels of import controls: the present 
controls, moderately liberalized and then substantially liberalized controls, and 
finally no controls. We expressed these variations in terms of price levels for 
convenience of exposition and because it is price that operates as an incentive 
for exploration and development. The results are shown in line 2 of Table C. 
Production increases in all cases between now and 1975, and there is relatively 
little difference in the production forthcoming at high, moderate, and no controls 
by that date. This is because abandonment Of controls would make pointless 
the present "market demand prorationing" restraints on efficient production in 
Texas and Louisiana; the excess capacity thus released for production would 
in the sh'ort term more than offset the decline in high-cost "stripper well" pro 
duction. The significant effects of relaxing or removing import controls would 
be felt by 1980: a 4.0 million barrels per day (MMb/d) production decline in 
the "$2.00 case" and a 2.5 MMb/d decline in the "$2.50 case"; the decline would 
be only 1.0 MMb/d in the "$3.00 case", as shown in paragraph 228c.

(4B) Imports as a percentage of demand are shown in line 4 of Table C. As 
was emphasized previously, the policy question is not whether we shall import 
oil but rather how much and from where. The sources of imports under various 
policies are assessed in paragraphs 234 and 237, summarized in the D-series 
tables on pages 48 and 49. The import volumes coming from different sources 
are, of course, more subject to management by way of preference arrangements 
if import controls are retained than if they are abandoned. Table D-l, which 
appears as Figure 2 of this statement, indicates that in the $2.50 case we could 
if we chose draw more than enough imports from the Western Hemisphere to 
satisfy all our 1980 import requirements and take no oil whatsoever from the 
Eastern Hemisphere.

Table D-3, which appears as Figure 3 of this statement, shows a more likely 
distribution of imports at the $2.50 price, with Eastern Hemisphere sources still 
supplying less than 10% of our requirements.

(40) Emergency supply additions are assessed in Part II, Section E, para 
graphs 238 through 247. It is here that we took account of available inventories, 
excess capacity, and emergency production increases. Our conclusions on the 
volumes of oil that could be obtained from these sources are themselves sub-
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FIGURE 2

TABLE D-l.-SOURCES OF U.S. IMPORTS IN 1968, 1975, 19801 

IMillions of barrels per day]

Real U.S. wellhead price per barrel *

Total U.S. imports >. ..... .....
Source of imports:* 

Canada >.
Latin America «
Eastern Hemisphere '...

1968

2.5

.5
1.5
.5

$3.30

3.7

2.3
3.9
0

1975

$2.50

4.7

2.0
3.0
0

$2.00

5.2

1.8
2.4
1.7

(1.D-
(.6)..

$3.30

5.1

+5.0
+5.1

0

1980

$2.50

8.0

3.0
+5.1

0

$2.00

9.8

1.5
3.5
4.8

(3.6)
(1.2)

> Order of magnitude only; includes residual as well as crude.
»See table C, note 2.
' From table C: Compare its note 3 with note 1 to tables D-2 and D-3, infra.• Each entry shows trie maximum available from Western Hemisphere sources at that price without import restrictions. Because Western Hemisphere imports if unrestricted at the $3.30 and $2.50 prices would be greater than the U.S. deficit, some restrictions on Western Hemisphere access or limited entry for Eastern Hemisphere imports would be necessary.' 1975 figures represent maximum probable imports if Canadian oil were given free access immediately. See par. 235 for sources of 1980 projections.
1 Assumes Venezuelan exports to other areas would be diverted to the United States at prices above the world level. Import levels at the $2 price are only approximate. See par. 236.; Assumes that Eastern Hemisphere oil is the residuum in the U.S. petroleum balance. If we permitted the Eastern Hemisphere to supply up to 10 percent of normal inland consumption, these numbers could be as high as 1.6 in 1975 and 1.9 in 1980.

FIGURE 3
TABLE D-3.—WORLD DEMAND AND PRODUCTION, 1980 (MILLION BARRELS PER DAY) 

[Production: Read down. Consumption (including source of imports): Read across.)

Western Hemisphere

1. 

2. 

3.

$3.30 U.S. price: 
United States...-.—— .

Other...........—-.

Total production — ..

$2.50 U.S. price: 
United States. ....... ..

Other.....— .........

Total production — ...

$2.00 U.S. price:

Total production ......

United 
States

13.5

8
13.5

11.0

8
11.0

9.5

8
9.5

Other 
Western 

Canada Hemisphere

2.6 
1.5

4.1

3.0 
1.5

4.5

1.5 
2.0

3.5

2.7 
.4 

5.1

8.2

3.8 
.4 

4.0

8.2

3.7 
4°5

8.2

Eastern Hemisphere

Free Soviet bloc Total 
Arab non-Arab net exports demand

0.4 
.1 

26.4

26.9

1.4 
1 

27.4

28.9

4.0

30.9

0.1 

6.6

6.7

Q

7.2

1.3 
C) 

6.7

8.0

0) 19.3 
(i) 2.0 
.8 38.9

.8 60.2

0) 19.7 
(i) 2.0 
.8 38.9

.8 60.6

(i) 20.0 
(i) 2. 0 
.8 38.9

.8 60.9

1 Minimal.

jected to a sensitivity analysis in paragraph 252a. We also looked at certain pre-crisis investments that could be made to increase domestic emergency sup plies—through conventional and underground storage, production from syn thetics, and the creation of strategic reserves. Estimated costs appear to compare favorably with the costs of the present oil import control program, as shown in Table E on page 56. But further study is needed and is recommended in the Report; we included no supplies from these sources in our security model.Tables H and K, which respectively appear as Figures 4 and 5 of this state ment, occupy a central place in the Report's national security analysis. Table H postulates a one'year interruption of all Arab oil supplies in 1980 at an assumed U.S. wellhead price of $2.50. The first line shows demand and for the U.S. is
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FIGURE 4

TABLE H.—AVERAGE SUPPLY BALANCES DURING S-MONTH AND I-YEAR INTERRUPTIONS OF ALL ARAB OIL
SUPPLIES IN 1980

[U.S. wellhead price $2.50/bbl. Millions of barrels per day.)

U.S. alone

Demand. __ __ -
Less: 

U.S. production __
Canadian production.. . ....
Western Hemisphere production
Non-Arab Eastern Hemisphere production.

Gross deficit. __ .. __ ..

Less: 
Excess capacity: 

United States......
Canada
Western Hemisphere

Inventories: 
United States
Canada... _ ..... . .

Remaining free world
Emergency production increases: 

United States......
Canada
Western Hemisphere ... ,
Non-Arab Eastern Hemisphere _ .....

Net deficit.. ......................

After 6 
months

-19.7

11.0 
3.0 
3.8 
.5

-1.4

.8 

.2 

.6 

.1

4.9

.3 

.1 

.1 
(')

+5.7

1 year

-19.7

11.0 
3.0 
3.8 
.5

-1.4

.8 
.2 
.6 
.1

2.4

.6 

.2 

.3 
.1

+3.9

United States 
and Canada

6 
months

-21.7

11.0 
4.5 
4.2 
.5

-1.5

.8 
.2 
.6 
.1

4.9 
.5

.3 

.1 

.2 
(')

+6.2

1 year

-21.7

11.0 
4.5 
4.2 

.5

-1.5

.8 
.2 
.6 
.1

2.4 
.2

.6 

.2 

.3 

.1

+4.0

Western 
Hemisphere

6
months

-26.1

11.0 
4.5 
7.9 
.7

-2.0

.8 
.2 

1.2 
.1

4.9 
.5 

1.1

.3 
.1 
.3 
(')

+7.5

1 year

-26.1

11.0 
4.5 
7.9 
.7

-2.0

.8 

.2 
1.2 
.1

2.4 
.2 
.5

.6 

.2 

.6 
.1

+4.9

Free world

6 
months

-58.8

11.0 
4.5 
8.2 
7.2

-27.0

.8 
.2 

1.2 
1.1

4.9

ill 
8.1

.3 

.1 

.3

.4

-8.9

(+5. 9)

1 year

-58.8

11.0 
4.5 
8.2 
7.2

-27.0

.8 

.2 
1.2 
1.1

2.4 
.2 
.5 

4.0

.6 

.1 

.6 

.7

-15.4

(+5.9)

i M=MinimaI.

taken from Table D-3. It includes internal Puerto Rican demand, bonded fuels, 
and offshore military procurement. It also includes expanded U.S. oil consumption 
at the lower-than-present domestic price, as explained in paragraph 226. The 
Canadian demand figure is that of its National Energy Board, while other 
demand figures are derived from the average of government and industry 
submissions to the Task Force.

The next line is production. For the tl.S, as noted previously, it is laboriously 
bnilt up in Appendix D and summarized in Table C. Eleven million barrels 
a day is estimated in 1980 at the $2.50 price. Canadian production is drawn 
from paragraph 235—based in turn on estimates and detailed technical presenta 
tions by the Canadian National Energy Board and the Alberta Oil nnd Gas Con 
servation Board. Line 3 of Table H shows that we predicted 3 million barrels 
B day to be supplied by Canada to the U.S. and an additional 1.5 million barrels 
a day to he kept by Canada for its own internal use. Western Hemisphere produc 
tion is taken from paragraph 236 and Table D-3, and assumes that the U.S. 
grants a partial preference to oil from that source. The Eastern Hemisphere is 
treated as a residual supply source, and the division between Arab and non-Arab 
shipments is assumed to continue roughly as at present. Line 5 of Table H 
Shows the resulitng gross deficit produced by an all-Arab supply interruption 
after 6 months and after 1 year.

The remaining lines of Table H show the effect of replacement measures: ex 
cess capacity, inventories, emergency production increases, and rationing. The 
figures for this purpose are taken from paragraph 239 and 242. They show that if 
pre-crisis trade flows from uninterrupted sources were to continue without diver 
sion, the Western Hemisphere could survive comfortably without any rationing 
whereas the rest of the free world would be beyond relief even with tolerable 
(10%) rationing throughout the free world.

Of course, it is inconceivable that we would build up our own inventories 
and continue Sunday driving while Europe froze. It is necessary to allow for ex 
pectable diversion from surplus free-world areas to those in deficit, and to ex-
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amine for our own policy purposes the effect of variations in U.S. import con 
trols. This was done in Table K, Figure 5 of this statement

Column (7) of Table K is especially significant. It falls under the three-column 
heading "United States and Canada after diversion." This signifies that we con 
sidered the two countries together because of the existence of an integrated 
transportation network and the likelihood that we would consult closely together 
during a future crisis, as we have in the past. Column (7) itself is headed "No 
E.H. or O.W.H.," which is shorthand for the extreme assumption that North 
America would receive no oil whatsoever from either the Eastern Hemisphere 
or Latin America, all of that oil being diverted to Europe and Japan. Even in 
this case, which presumably would not occur without our consent if we give any 
trade preference at all to Latin America, the U.S. and Canada together would be 
able to satisfy 92% of their demand without rationing and more than 100% 
with tolerable rationing at a domestic price of $2.50 per barrel, some 80 cents 
below the present price. This is the basic analysis which led the Task Force to 
conclude that some liberalization of import controls would be consistent with 
full protection of military and essential civilian 'demand for the foreseeable 
future.

Returning to paragraph 115, on page 8 of the Report, subparagraph b sets 
forth the other main import-control objective established by the governing 
statute: preventing a weakening of the national economy that would itself im 
pair the national security. The word "national" is worthy of stress. The Con 
gress did not ask the President to impose import controls to protect a particular 
industry or a particular region of the country. Oil production can be found in 
thirty-one of our fifty states, and there is no question that in some localities the 
production is marginal. In paragraphs 228 through 252, the Report assesses the 
impact of relaxed import controls on such production, on employment, on profits 
and investment, and on our balance of payments. From a national point of view, 
we concluded that the effects on the economy of a substantial relaxation of im 
port controls would not be severe, and that in fact relaxed import controls would 
inure to the benefit of the national economy by redirecting labor and capital to 
more efficient use. We estimated the efficiency costs of the present program— 
the cost of misdirected resources—at between $1.5 and $2.0 billion each year. 
At a time when we are worried about inflation, I believe that we should not in 
cur such costs without convincing justification.

Having found that there was a case for protection of the national security but 
that the present import-control program was too restrictive, a majority of the 
Task Force then asked what sort of program should be adopted. Our analysis 
of this question is developed at considerable length in Part III of the Report, 
with the conclusions stated in Part IV.

First, a majority of the Task Force found that the present oil import system 
does not reflect national security needs, present or future, and "is no longer 
acceptable." Its 12.2% limitation on imports into the bulk of the country is based 
on the mid-1950's level and has no current justification. The present system 
treats imports from secure sources in a variety of inconsistent ways. Besides 
costing consumers an estimated if5 billion each year ($8.4 billion per year by 
1980), the quotas have caused inefficiencies in the market place, have led to 
undue government intervention, and are riddled with exceptions unrelated to the 
national security. Consumer prices for the whole country are, under the quota 
system, established largely as a result of limitations on oil production by one 
or two state regulatory bodies.

To replace the present method and level of import restrictions, the Report 
recommends phased-in adoption of a preferential tariff system that would draw 
the bulk of future imports from secure Western Hemisphere sources. A ceiling 
would be placed on imports from the Eastern Hemisphere. These would never 
be permitted to exceed 10% of United States demand, a level which would pose 
no threat to the national security. The program would be subjected to constant 
surveillance by a new management system, which has already been created by 
the President, and to another high-level, intensive review no later than 1975.

The tariff system would restore a measure of market competition to the do 
mestic industry and get the government, after a three-to-five year transition 
period, out of the unsatisfactory business of allocating highly valuable import 
rights among industry claimants. Tariffs also would eliminate the rigid price 
structure maintained by the present import quotas. They would establish 
Federal rather tlian State control over this national security program with its 
important international implications.
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An initial tariff level of $1.45 per barrel of crude oil (higher on products) would 
be established for imports from the Eastern Hemisphere. Further liberalization 
towards an equilibrium tariff level would be implemented—after further study— 
by the new management system. Consumers and the public treasury would divide 
the savings thus created.

There are several other important features qf the majority recommendations— 
concerning tariff preferences, the phasing out of special quota privileges, the 
treatment of products and residual fuel oil and petrochemical feedstocks, and 
the mechanics of the proposed Eastern Hemisphere security adjustment. They 
are summarized on pages 134 through 139 of the Report, and I shall not re 
capitulate that summary.

For myself, I would say again, as I did in the Report, that I personally 
am. persuaded on the basis of presently available evidence than an equilibrium 
tariff objective of approximately $1.00 per barrel should be established now. It 
would not be reached for three or five years, depending on the transition period 
chosen, and the planning schedule could be altered by the management system 
if called for by countervailing evidence coming to light during that period. There 
is some uncertainty in our forward estimates now, but there always will be, and 
judgments still have to be made. My own judgment is that the national security— 
the only authorized basis for oil import restrictions—will be adequately pro 
tected by such a move. Believing that, I also believe it is fairer to the industry 
and to all affected interests if the objective is charted now.

H. ALLEGED NEW DEVELOPMENTS

The second general criticism of the Task Force Report in the industry testi 
mony before this Committee consisted of allegations that new data have become 
available which, if known to the Task Force, would have required substantial 
changes in the conclusions and recommendations contained in the Report. 
Three claims of this kind were advanced by a representative of Humble Oil and 
Refining Company on behalf of the American Petroleum Institute. The assertions 
were: (1) that the Report's projections of U.S. oil demand in 1980 underestimate 
demand very considerably; (2) that the Report significantly over-estimates 
1980 production from the Alaskan North Slope; and (3) that the Report fails 
adequately to take account of the impact on oil producers of the 1969 tax law 
changes and for that reason seriously overestimates domestic oil production in 
1980. The conclusion drawn by the Humble spokesman was that the Report very 
significantly understates the level of oil imports in 1980 under the Task Force's 
recommended control system and thereby misjudges the possible risk to national 
security. Because of the seriousness of these allegations, I shall dicuss them 
in some detail.

DEMAND

Excluding Puerto Rican demand military offshore demand and bonded fuels, 
the Report estimated that 1980 demand would be between 18.6 and 19.3 million 
barrels per day. This projection was derived from industry and government 
submissions to the Task Force, as described in If 226. The corresponding estimates 
submitted at that time by Humble Oil were 19.3 to 20.0 MMb/d. In its testimony 
to this Committee, Humble for the first time presented 1980 demand figures 
which had been revised sharply upwards, by 2.7 MMb/d.

Of the 2.7 MMb/d difference between Humble's old and new 1980 demand 
estimates, the greater part is premised on an alleged slowdown in the construc 
tion of nuclear power plants between now and 1980. Humble has reduced its 
estimate of nuclear power capacity about one-third, from 150,000 to 100,000 
megawatts, thus causing projected oil demand to rise by some 1.7 MMb/d. This 
adjustment does not seem warranted. The Atomic Energy Commission's most 
recent forecast of nuclear power capacity in 1980 remains at about 150,000 
megawatts. More than 88,000 megawatts of nuclear capacity already have been 
either built, contracted for, ordered or announced.1 The current ordering rate, 
about 15.000 megawatts per year, is lower than that in some recent years but 
would still result in the predicted 150,000 megawatts of capacity by 1980.2

The rest of the increase in Humble's estimate of 1980 domestic oil demand— 
1.0 MMb/d—-is based upon a projected natural gas shortage resulting in higher

1 This figure includes 6,700 megawatts of announced but unnrdered additions. 
z The lag time for construction is six to seven years leaving three to four years in 

new orders may still be placed.
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oil consumption. It is important to note that this gas shortage predicted by 
Humble is not alleged to result from any change in our oil import program or 
in domestic oil prices. It rests instead on the assumption that gas prices—most 
of which are governmentally established by the Federal Power Commission— 
will be so low as to result in discovery and marketing of quantities of gas in 
sufficient to satisfy demand. The estimates in the Task Force Report are based on 
the contrary assumption that the FPC will carry out its regulatory function in 
such a manner as to avoid serious shortages of gas at the regulated price, 
adjusting that price as necessary. There is as yet no proof that the FPO will 
use its price-setting power in such a way as to cause a gas shortage in 1980. 
Hence, there is at this time no need to revise the Report's oil demand estimate 
on this ground.

Of course, some natural gas is produced in conjunction with oil or discovered, 
as a result of the search for oil. Hence, a change in oil import policy which 
resulted in less oil exploration and discovery could lead to a relative decline 
in gas supply. The Report canvasses this matter and concludes that a gas price 
increase of two to three cents per thousand cubic feet would be sufficient to 
prevent any drop in gas supply even if domestic oil prices were permitted to 
drop by 80 cents per barrel, to $2.50.

ARCTIC on.
In these hearings, Humble has suggested that the Task Force Report over^ 

estimates 1980 oil production from the North Slope of Alaska and the Canadian 
Arctic. While the Task Force was preparing its Report, figures on the North Slope 
were closely guarded. Although the Task Force had access to confidential in- 
formation, the Task Force Report chose under the circumstances to employ in 
its projections rather conservative estimates of 10 to 15 billion barrels of North 
Slope reserves by 1980, with production of 3.0 MMb/d at a $3.00 per barrel 
domestic price and 2.5 MMb/d at a $2.50 price.

Instead of being optimistic, the estimates in the Report now appear to be on 
the low side. The Humble representative stated in these hearings that 10 billion 
bax-rels of North Slope reserves have already been proved and predicted the 
addition of another 10 billion barrels by 1980, thus exceeding the Task Force 
Report's estimates. The difference in production rates at higher prices is at 
tributable to Humble's use of a higher reserve-production ratio. Moreover, the 
Humble projections are conservative when compared to other recent estimates 
in the trade. One well-known petroleum consulting firm, W. J. Levy Consultants, 
has recently released a study indicating reserves ranging from a low of 15-20 
billion barrels to a high of 30 to 40 billion, barrels. Production rates in 1980 
are estimated to run from a low of 2.5 MMb/d to a high of 5 MMb/d.

The other major change in the economic environment for oil since the writing 
of the Task Force Report was the final adoption of the Tax Reform Act of 1969. 
The Humble representative has estimated before this Committee that the impact 
of the Act on the whole oil and gas industry, including refining and distribution, 
will amount to some $700 million per year. In part, this is misleading in the 
present context, for any change in import controls would affect directly only 
the producing sector. It is the impact on this sector which I shall examine.

The most important tax change for the producing industry was the reduction 
in the percentage depletion allowance from 27.5 percent to 22 percent. This is 
expected to increase tax payments from the oil and gas industry about $350 
million per year (including the loss of depletion to holders of production pay 
ments). Available figures do not permit division of the incidence of this tax 
between oil and gas, but the effect per barrel may be. computed directly. Using 
$3.30 as the cost of an average barrel of oil, the reduction in percentage de 
pletion would be equivalent to a reduction in after-tax cash flow of eight to 
nine cents. Operators subject to the net income limitation would not be affected 
by the change, and the amount of cash-flow reduction would be proportionately 
less at lower prices.

This impact was noted in Appendix D to the Task Force Report. It would re« 
suit in a drop in 1980 output at each price level of 0.4 MMb/d per year or less. 
The date of final adoption of the tax bill, however, prevented corresponding 
adjustment of the supply estimates contained in the Report.



2350

The Tax Keform Act also repealed the investment tax credit. While repeal 
is no doubt significant, the impact on the producing sector would be less than 
the $170 million per year estimated by Humble. About $65 million, less than half 
of the $170 million figure quoted to the Committee, would actually fall on the 
producing oil and gas industry.3 The remaining part of that total is composed 
of taxes upon the refining and distribution sectors which should not affect the 
profitability of oil production.

The final change which will affect the oil and gas industry is the adoption of the 
tax on preference income. This is a complicated provision which imposes a mini 
mum tax of 10 percent on certain items of income not previously subject to tax 
ation. Humble estimates that this change will cost the producing industry about 
$160 million per year, a figure which seems approximately correct.

It is difficult to translate the impact of the changes in the investment tax 
credit and minimum tax into cents per barrel. Accepting the Humble estimate 
of the effect of the minimum tax, reduction in cash flow to the producing sec 
tor as a result of these two changes would be about $225 million per year. Treated 
as a proportion of the change in percentage depletion, this would amount to an 
additional reduction in cash flow of about five cents per barrel. Hence, the total 
impact of all the 1969 tax changes would be to reduce cash flow about 13 to 14 
cents per barrel. Although not of the magnitude described by Humble and in part 
offset by the general tax reductions in the bill, this extra tax burden is not in 
significant. It does not affect the validity of the analysis of the Task Force 
Report or its recommendation that a tariff system be substituted for the present 
oil import quota. However, it might justify setting the tariff at a level slightly 
higher than that proposed in the Report.

UNCERTAINTY

The alleged new developments cited by Humble as requiring revision in the 
Task Force's recommendations suggest the need to close with a few words 
about uncertainty and security. The oil industry is a dynamic one, filled with 
many imponderables when one tries to look into the future. As merely one 
example, new sources of supply may appear which greatly reduce or obviate 
our former concerns. If conducted three years ago, the Task Force's study 
would have proceeded without knowledge of the gigantic Prudhoe Bay oil field 
on the Alaskan North Slope. Just in the few months since the appearance of the 
Task Force Report, the first commercial discovery has been reported in the 
Canadian Arctic and a giant oil field, possibly in the class of Prudhoe Bay, has 
been discovered in the North Sea. Such developments may affect significantly 
the national security of the United States.

The Task Force Report recognizes this and recommends the establishment of a 
new management system charged with continued surveillance of the oil import 
program. The President has already adopted this recommendation. The Task 
Force Report also recommends a comprehensive review of the program no later 
than 1975. It will then be possible to make a more accurate assessment of the 
requirements of national security in 1980, and beyond, in time to make needed 
corrections before any threat to our security can develop.

Finally, this Committee has been told that because of errors in the analysis 
contained in the Task Force Report, or recent developments which could not 
be foreseen by the Task Force, adoption of the Task Force's recommendations 
would cause the United States to become so dependent upon Middle Eastern oil 
as to threaten the national security. I believe that the analysis in the Report 
is sound and that the Task Force's recommendations could be implemented 
without any risk to security. Nevertheless, it should be pointed out that the 
Task Force recognized that future projections are always subject to doubt, and 
that as an additional hedge against uncertainty it included in the proposed

sin 1967. the latest year for which figures are available, the investment credit shown in the Statistics of Income for the producing crude petroleum and natural gas industry was $11.9 million. The investment credit for integrated firms filing consolidated returns, how ever, is reported under the manufacturing sector. If the investment credit attributable to production is proportional to their estimated share of oil and gas output, the total invest 
ment credit attributable to production for firms reported under the manufacturing hendinff was $42.8 million. This gives a total investment credit for the producing sector of .J54.7 million, 2.B percent of the total investment credit for all industries in 1967.

The staff of the Joint Committee on Internal Revenue Taxation has estimated the total effect of repeal of the investment credit to be $2.500 million in 1970. Use of the 1967 
percentage indicates that the loss to the producing sector of the oil and gas industry would be $65 million.
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control system a "security adjustment" which would insure that Eastern Hemi 
sphere imports can never exceed 10 percent of United States demand. This 
adjustment has often been overlooked or ignored by critics of the Report and, 
consequently, I would like to call it especially to your attention. It is explained 
in detail in fl 337 and 435 of the Report.

APPENDIX 

OBSEBVATIONS ON SOME OEITICISMS OF THE TASK FORCE KEPORT a
Criticism.—"The Report's focus on the U.S. security situation in 1980 ignores 

the much greater security risk in 1985 and beyond."
Observation.—The Task Force invited public comments on the situation which 

would exist under various import hypotheses in 1975 and 1980. Beyond the com 
ing decade the uncertainties become greatly magnified by lack of knowledge 
of developments which will surely influence the post-1980 oil environment. New 
discoveries and new technology at home and abroad, as well as other changes in 
the world scene, will have a major impact on our security situation in 1985. 
Some of these developments may be vaguely foreseeable, while others remain 
altogether beyond the horizon. A study carried out 15 years ago, for example, 
would have foreseen neither the gigantic oil discovery on the Alaskan North 
Slope nor the expansion of major exporting countries from four at that time to 
eleven or more today. The Report recommends another high-level, intensive re 
view of the oil import program in 1975, by which time the factors affecting the 
1985 situation will be much clearer and there will be ample time to take any 
needed corrective action. (See 1TH 250, 346e.)

Criticism.—"The Task Force recommendation would reduce our ability to 
meet emergency needs of our European allies."

Observation.—By 1980 the unsatisfied needs of our European allies following 
a supply interruption probably would be somewhat greater under the system 
recommended by the Task Force than tmder a continuation of the present quota 
system. However, as discussed in the Task Force Report (1^f2l3b, 419) the 
principle of burden-sharing among allies should relieve the U.S. consumer from 
the costs of guarding against foreign shortages. The Europeans could protect 
themselves more effectively and at less cost through increased storage.

Criticism.—"The Report's estimate of supply responses in an emergency are 
not realistic."

Observation.—The Report's estimates of supply response were taken from 
the best information available to the Task Force (see pp. 239-42 and Tables 
F-K, pp. 61-68.) It is, of course, possible that one or another source of supply 
could provide more or less oil in an emergency, and the aggregate estimate is 
more likely to be accurate than any of its components. Even if no contribution 
were expected from various supply sources, essential demand could be met. 
(Seepp. 252a,420a.)

Criticism.—"The Report assumes that 45 days of inventories are available 
for emergency use; but all existing inventories are maintained for normal 
commercial purposes and cannot be drawn upon in an emergency without 
causing future shortages."

Observation.—Protection against bottlenecks or other temporary interrup 
tions is one of the normal commercial purposes for maintaining inventories. 
Furthermore, the National Petroleum Council, which supports import controls, 
has declared as a result of industry surveys that this portion of normal com 
mercial inventories could be consumed in an emergency without unduly serious 
consequencies. (See 11 239.) Of course, there is a cost in reducing the normal 
commercial cushion for bottlenecks and miscalculations in production, delivery, 
and distribution. And the inventories must ultimately be built up again. Never 
theless, inventories would have an important role in bridging any immediate 
supply deficit. (See Ifll 239, 252a.)

Criticism.—"The Report assumes that rationing is an acceptable solution for 
meeting shortages."

Observation.—The Report agrees that rationing is undesirable. In the "$3.30" 
case, Task Force projections indicate that no rationing would be required even 
under the very extreme assumption that the U.S. were cut off from all except

1 Citations are to the Report.
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Canadian imports. (See P. 242 and Table K.) In the "$2.50" case, tolerable 
(10%) rationing would be necessary in this extreme case but not in any other. 
{ See ibid.) Of course, this contingency is very unlikely to occur, and would take 
glace only if the U.S. should choose to surrender its claim to usual Latin Ameri 
can supplies in favor of Europe. Moreover, the availability of rationing cannot 
be entirely ignored in a statutory framework which seeks to assure satisfaction 
t)f "essential" demand.

Criticism.—"Excess oil producing capacity available within the llS. for use 
in an emergency will be less than 5% assumed in the Eeport."

Observation.—The 5% figure is the lower end of the range for states not sub 
ject to market demand prorationing, and it is less than excess capacity abroad. 
The Report recognizes that excess capacity will vary widely between locations 
and that initially there may be some constraints on effective delivery of this 
production. (See P. 204.)

Criticism.—"The federal government should not interfere with state conserva 
tion controls."

Observation.—The proposed program would in no way interfere with state 
t'eguiation designed to avoid physical waste. This important function, covering 
such matters as well spacing and the flaring of natural gas, would remain in 
state hands. Only regulation designed to increase or maintain prices would be 
inhibited. (See If 325.)

The importance of market-demand prorationing may be declining for Texas 
and Louisiana, but continuation of quotas rather than adoption of tariffs would 
create a strong incentive for Alaska to adopt market-demand prorationing. One 
of the important benefits of a tariff would be to insure that state regulation in 
Alaska is not used to maintain the price of oil artificially through market re 
strictions.

Criticism,.—"Consumers have benefited from stable domestic oil prices dur 
ing the life of the present quota system."

Observation.—It is true that U.S. crude and product prices have not risen 
much during the last decade, although they did jump 20 cents per barrel last 
year. The main point is that crude prices have fallen dramatically abroad and 
TJ.S. product prices would have presumably followed that trend if import con 
trols had been relaxed. (See If 207, Table A-l on p. 26, Appendix G).

Criticism.—"The costs of the oil import program cited in the Keport are sim 
ply transfers among U.S. citizens and may therefore be ignored."

Observation.—The Report carefully distinguishes between two elements of 
consumer costs: transfer payment and real costs. The loss in transfer pay 
ments to oil producers, royalty holders, landowners and various government 
Units is the obverse of the consumer's gain. Individuals will weigh the propriety 
of these transfers differently. However, there is a wide agreement that they 
take place, and most would deem them worthy of concern, because we normally 
do not sanction large transfers of value from one segment of the economy to 
another without adequate justification. (See 1ffl 206-208.)

The increase in efficiency or real costs occasioned by the present program 
represents a net loss of resources to the country as a whole. This element, as 
opposed to transfers, can be considered simple waste, i.e., resources unnecessarily 
consumed in obtaining oil. By 1980, the efficiency costs of the program are es 
timated to be $1.5 to $2 billion per year. (See p. 208.)

Criticism.—"Oil industry profits are too slim to accommodate any decline in 
domestic crude oil prices."

Observation.—Costs rise to meet price. That is, at present, quota-inflated prices 
producers are willing (a) to invest in marginal properties and (b) to pay 
"rents"—royalties, lease bonuses and taxes—that will leave them a rate of return 
equivalent to that obtainable from investments in other sectors of the economy. 
In the 'Short run, a decline in prices will squeeze the profits of those who have 
made marginal investments and contracted to pay high rents. But the volume of 
production that will actually close down is very small as propotion of the 'Whole 
(Appendix D). And in the longer run, less inflated prices will deter marginal in 
vestments and bring about a squeeze on rents rather than profits. The industry
•will be just as profitable as ever, but leaner and more competitive. The economy
•will benefit by ceasing to produce the small fraction of total domestic oil that now 
comes from the highest-cost marginal sources. Investments in this very expensive 
oil could be used much more productively in other sectors of the economy.

Criticism.—"Any reduction in the industry's profits will mean inadequate funds 
for future investment."
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Observation.—Lower domestic oil prices would in the short run decrease the
•cash flow of the oil industry. This reduction in cash flow by itself would not
•decrease the profitability of potential investments, but it would compel the indus 
try to rely more on external capital markets for financing than in the past. In 
these markets the industry would, of course, be required to compete with others 
seeking investment funds, and only those opportunities which appeard to promise 
the market rate of return could expect to be funded. The domestic production 
estimates in the Report were based upon the anticipated profitability of oil in-
•dustry investment opportunities. There was no attempt to distinguish between 
investment from internal and external sources.

Criticism—"Exploration expenditures by independents would be reduced over 
$0 percent by 1975 if crude oil prices were permitted to drop 80 cents per barrel."

Observations.—This conclusion is based upon the results of a simple cash flow 
model developed by the IPAA. The model does not seem, however, an adequate 
basis for policy guidance. The model assumes that no investment, even if profit 
able, would be made either from profits or from outside equity. This severe con- 
staint on investment funds seems indefensible and it takes no account of the real 
variables involved.

Price, the central variable, does not even appear as an independent determinant 
of any of the variables except total revenue, and the model generates a number 
of peculiarities, including extremely low reserve-production ratios and very high 
costs for additions to reserves.

Averages from the base period used in the model are incapable of predicting 
the effect at the margin, the relevant concern if prices were to decline. Indepen 
dents, like all producers, face an array of prospects, some of which have greater 
potential than others. If prices declined, prospects with the lowest anticipated 
return would not be developed and the highest-cost segment of production would 
stop. In order to make any predictions in this case, it would be necessary to know 
the distribution of costs ; the use of a single average is not sufficient.

Although the model itself does not seem an adequate basis for making predic 
tions about the future of the independents, this does not mean that independents 
would be unaffected. Inasmuch as independents are the marginal producers they 
will in fact be the group most severely hit by any reduction in wellhead prices. 
The independents' position has been declining over the last decade, and even at 
present price levels this decline would probably continue. Any further decrease 
in prices would probably accelerate current trends, although the effect should 
not be nearly as severe in the immediate future as that projected by the model.

Criticism.—"Lower domestic crude oil prices resulting from institution of the 
Task Force's recommended tariff system would mean lower lease bonus revenues 
to the U.S. Government."

Observation.—It is true that U.S. lease bonus revenues probably would be 
lower under the system recommended by the Task Force than under a continua 
tion of the present quota system (see pa. 207d). Calculations indicate that adop 
tion of the Task Force's recommended tariff with no further decrease in the tariff 
level would reduce Federal lease bonus revenues by about $150 million in 1975. 
However, these losses would be much less than the estimated $1.6 billion of sav 
ings to consumers in 1975 under the Task Force's recommended system (see pa 
207d, Table A-l, p. 26, and pa 407). Furthermore, adoption of the Task Force's 
recommended system would generate about $500 million in additional tariff 
revenues in 19T5 (see Table M, p. 100), more than enough to offset the decline 
in bonus payments.

Criticism.—"A lowering of import restrictions would lead to a greater balance 
of payments deficit in oil. Our balance of payments would suffer even more should 
the level of imports prove to be higher than the Report predicts."

Observation.—It is true that adoption of the tariff system recommended by 
the Task Force probably would result in a larger annual balance of payments 
deficit in oil. However, this probably would also occur under a continuation of 
the present quota system. For example, the Separate Report of the Secretaries 
of Commerce and Interior and the Chairman of the Federal Power Commission 
indicates that in 1974 total U.S. oil imports under the quota system suggested 
therein would be 3.9 MMb/d. This is the same as the level of imports predicted 
for 1975 under the Task Force's proposal (see Table M, p. 100), so the 1975 
balance of payments deficit in oil would be somewhat greater under the continued 
quota system envisaged by the Separate Report. Obviously, the balance of pay 
ments impact would be greater if imports exceeded expected levels. However,
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the possibility of excessive imports would be limited by the Eastern Hemisphere 
security adjustment, which would restrict Eastern Hemisphere imports to 10% 
of U.S. demand. (See par. 337.)

Criticism.—"The data used in the Report's test cases are consistently opti 
mistic, in particular with respect to abandonment of domestic production."

Observation.—The Task Forc% projections, including those for stripper well 
production, are explained fully in Appendix D. While it is possible that in some 
particulars the projections may be optimistic, they have been built upon industry 
cost data and correspond closely with other estimates submitted to the Task 
Force. In some areas, such as Alaska, the projections are almost assuredly con 
servative.

Criticism.—"The Alaskan North Slope oil discovery, which would not have 
been made in the absence of the quota system, will be less actively developed if 
domestic crude oil prices are allowed to decline."

Observation.—It is impossible ito say whether the discovery would or would 
not have been made in the absence of import controls. Intensive exploration 
is now being carried on in the Canadian Arctic despite the absence of any 
assured market above world price levels for oil from that region (see par. 235).

As for the pace of development of North Slope oil, two factors should be noted, 
(a) The present operators have incurred huge "sunk" costs for lease bonuses 
($900 million) and exploration outlays, and have reportedly committed another 
$900 million to construction of the Prudhoe Bay-Valdez pipeline; their obvious 
interest lies in maximizing development of the acreage thus far acquired, (b) 
On future acreage yet to be auctioned by the State of Alaska, an oil price decline 
will be reflected in diminished bids for lease bonuses ; the record bids made last 
September (when the operators knew that the whole import control program 
was undergoing comprehensive review) indicate that there is a great deal 
of room for shrinkage in these "rents". Of course, the State of Alaska could 
decline to open new acreage up for bidding if it thought the lease and royalty 
revenues obtainable in a lowered price environment were inadequate. But esti 
mated wellhead costs of North Slope oil are so low that this is unlikely to be 
the case even at world prices. (See Appendix D, pnr. fla.) And the Task Force 
Report recommends nothing like so drastic a price reduction.

Criticism.—"The Report's estimate of Canadian production is too high."
Observation.—The Canadian production volume is essential to the Report's 

national security analysis only becausee of the Report's extreme assumption 
that no Latin American oil would move to North America during a crisis. On any 
other assumption, the Canadian volume would be less crucial. The staff estimate 
of U.S. imports from Canada in 1975 is based on the production that could be 
achieved by production at the maximum efficient rate from known reservoirs. For 
1980, the Task Force staff goes beyond Alberta and assumes 1.5 MMb/d of 1980 
production from Canada's Arctic and Atlantic areas where oil had not yet been 
discovered or developed at the time of the Report's writing. (Since then a 
commercial discovery in the Mackenzie Delta has been announced.) To that 
extent the Task Force's estimate is uncertain. Nevertheless, the staff estimate 
seems reasonable in the light of confidential disclosures to it concerning the 
Atlantic area, the limited available evidence concerning the Canadian Arctic, 
and careful staff-level consultations with Canada's Energy Board and1 the Alberta 
Conservation Board. The actual developments in new Canadian areas should be 
matters of record by the time of the recommended 1975 review. And the Report 
recommends that developments in these 'areas be kept under constant surveil 
lance and that tariff liberalization be linked to the evidence received.

Criticism.—"The Report's estimate of 1980 Latin American production is too 
high."

Observation.—The staff estimate exceeds that of Humble Oil but rests on a 
very careful and detailed examination on confidential material provided by 
Shell. In all cases, the probable level of Venezuelan production will depend on 
Venezuelan governmental decisions which cannot be assured. But it should be 
noted that Venezuelan volumes are not crucial to< the Task Force's national 
security analysis, which assumes that no Latin American production moves to 
North America in an emergency.

Criticism.—"The Report's estimates of production in other Western Hemis 
phere countries are too high, and when the anticipated volume of Western 
Hemisphere imports is not forthcoming, our national security will be jeopard 
ized."
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Observation.—Other Western Hemisphere demand is estimated to be 4.4 
MMb/d in 1980, a portion of which (0.7 MMb/d) would be supplied from the 
Eastern Hemisphere. (See p. 67) Other Western Hemisphere production is 
esHmalted to be 8.2 MMb/d in 1980; consequently Latin American exports avail 
able to the United States could be as great as 4.7 MMb/d. The volume actually 
expected to reach the United States is 1-2 MMb/d less than this, and thus even 
if produdtlon falls considerably below the Task Force's estimate (considered 
unlikely, as the production figure except for Venezuela is simply an extrap 
olation of present trends and unlike our estimates from Canada and the 
United States does not rely upon the opening up of major new oil producing 
areas), it sbould still be possible to induce the desired volume of imports by 
raising the preference and drawing Latin American exports away from non- 
Western Hemisphere recipients.

Criticism.—"Reducing oil prices will aggravate an already critical impending 
shortage of natural gas."

Observation.—Projections of natural gas demand and supply at current prices 
do show increasing deficits after the mid-1970's. However, the following should 
be borne in mind:

(a) In the short run, the adoption of the tariff system proposed by the Task 
Force would increase natural gas supplies by encouraging the elimination of 
market-demand prorationing that currently limits gas output in Texas and 
Louisiana (1f207e).

(6) In the longer run, the Task Force was guided by the policy views sub 
scribed to by the Commissioners of the Federal Power Commission as a body last 
August:
"... We do not mean to suggest that possible changes in 'the oil import pro 

gram are the major determinants of natural gas supply . . . Although the total 
level of domestic exploration for petroleum affects the exploration for natural gas, 
we believe that domestic gas supplies for the Nation's economy will depend at 
least as much on demand, tax incentives, and gas prices allowed by the Com 
mission itself as on the oil import control program."

(c) Over the longer run, again, it is likely that in a few years ways will be 
found to transport to the "lower 48" the large new supplies of natural gas being 
developed in the Alaskan and Canadian Arctic. The technology of transporting 
liquefied natural gas (LNG) will in all probability experience cost-reducing 
advances during the same period.

(<J) Domestic gas supply can itself be stimulated by increasing authorized 
wellhead prices. The Report, relying on estimates furnished by the Federal Power 
Commission staff, suggests that any potential decline in the supply of natural 
gas caused by a reduction in the price of oil could be offset by a price increase 
at the very maximum of 2.5 to 5 cents per Mcf of gas. This is equal to a 5 to 
10 percent increase in the current average price to consumers.

(e) A higher price for natural gas would: (1) stimulate "directional" ex 
ploration for natural gas, (2) eliminate the present artificial incentive for intra- 
state use, and (3) reduce demand growth and eliminate some low-priority uses. 
In the gas-producing states at present, for example, natural gas is frequently 
used as a boiler fuel. Economical substitutes such as desulphurized fuel oil 
should become available with a rise in natural gas prices, thus permitting a diver 
sion in the uses of natural gas to higher-priority markets.

(/) Artificially low natural gas prices are not a justification for artificially 
high crude oil prices—particularly given the regional distortions in the present 
distribution of these benefits and burdens. Table II of Federal Power Commis 
sion Chairman Nassikas' appendix to the Report (pages 373-74) shows that 
three gas-producing states—Texas, California, and Louisiana—receive more than 
40% of the benefit the present low-gas-price subsidy, while consumers in the 
six-state New England region enjoy about 1% of the benefit.

Criticism.—"Savings to oil consumers as a result of liberalized imports would 
be largely offset by increased costs for gas consumers."

Observation.—The benefits to natural gas consumers of the current program 
could be considered as an offset to consumer costs. This would reduce the esti 
mated cost of the program to consumers about 10 to 20 percent. (See 207e.)

Criticism.—"Reducing oil prices would eliminate much stripper and secondary 
production, foreclose synthetic development, and lose forever the reserves that 
might otherwise be developed from shut-down marginal wells by future tech 
nology."

46-127—70—pt. 8———14
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Observation.—Obviously, a decline in the price of oil will make marginal 

production unprofitable. The factors involved are set out at length in Appendix D 
of the Keport. Some, but not all, stripper well production would be lost; this 
effect would, of course, be moderated by phasing in any changes. Even at sub 
stantially lower prices, some stripper wells would continue to be profitable. 
Secondary recovery would be less attractive and synthetic development, not 
certain at current prices, would be much less likely under reduced prices— 
barring major technological developments or government subsidies. (See para. 246 
and Appendix J, paras. 6-10.)

Any reserve loss attributable to a price reduction would, however, be very 
small indeed. It is notable that private operators currently find potential tech 
nological development insufficient reason to keep strippers in production once 
•current costs exceed current revenues. Moving to greater reliance on market 
forces should stimulate development of new technology.

The immediate loss in stripper production if prices dropped to a world level 
would be only 500,000 b/d. (See Appendix D, para. 6e and footnote 8.) The loss 
from the far more modest price reductions which would result from instituting 
the Task Force's recommendations would be much less. Any additional loss would 
have to be tout a small fraction of this already small total, and would fall well 
within the general range of error in the Task Force's estimates.

A tariff system of import restrictions should make the domestic producing 
industry much more competitive and thereby stimulate the development of tech 
nology to reduce costs and increase recovery from the more efficiently producible 
reservoirs.

Criticism.—"The report recommends price-fixing."
Observation.—The Report does not recommend fixing the price of oil. Obvi 

ously, the level of the tariff would determine the general price environment, and 
in order to predict the effect of a tariff on production and new additions to re 
serves one must know generally the price levels which would result. It is for 
this analytical purpose that the Report speaks of the "$3.00 case" and the "$2.50 
case"; they are not and cannot be precise price objectives (see paras. 402, 424 
(1)). Obviously, the number of factors influencing the price of oil—including 
costs and foreign tax policies—are such that precise prediction of future prices, 
even if thought desirable, would be impossible. (Appendix D, para. 3). The fact 
is that the present program in combination with the activities of state regula 
tory commissions has gone much further in fixing prices. With the exception 
of last year's price increase, it has virtually pegged the price of crude oil. By 
permitting price competition, adoption of tariffs would be a move away from 
rather than toward price fixing. (See paras. 323-325.)

The domestic price environment is relevant primarily to the quantities of oil 
available in the U.S. Will domestic production be large enough to total some 
where near the desired percentage of demand? Will reserve capacity in secure 
sources be sufficient to fulfill its assigned role in an emergency? Will suffiicent 
supplies be available from the Western Hemisphere to meet Western Hemisphere 
demand, or some desired percentage of it? Will domestic production and capacity 
suffer a disastrous decline or stay about where they are? What supplies will be 
forthcoming from the Arctic? These are the important questions, and some 
deviations in each variable from its target value is not especially significant in 
itself.

What the Task Force plan would do is to give the domestic industry a $1.45 
tariff shield (at first) against the Middle East—$1.25 against Latin America— 
integrate the Canadian industry with the U.S., and then leave the industry to 
make its own adaptations. We think that the result will be adequate protection 
of the nation's security, and a high enough price and large enough domestic 
output to maintain a large and thriving domestic industry—probably a "healthier" 
one than now. But the report does not seek to fix the price at $3.00 or $2.00 or 
any particular price. The price might be somewhat higher or lower depending 
on competitive forces and other factors. The managers of the oil import pro 
gram would be expected to monitor these changes, but not to adjust the level 
of restrictions without substantial cause (para. 303).

Criticism.—"Adoption of a tariff system would be a foot in the door for federal 
regulation of oil industry."

Observation.—The assertion appears to be based on the assumption that the 
tariff system proposed by the Task Force would be "fine tuned" to regulate the
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level of imports with a degree of strictness comparable to the quota system. 
The Report's recommendations do not seek such detailed control; the recom 
mended tariff levels are only an approximation of price levels at which we 
believe the domestic industry would be able to remain vigorous and competitive 
with imported oil.

Insofar as the assertion relates to the Report's proposal for vastly improved 
data collection (para. 345b), it should be remembered that government inter 
vention has been solicited by the industry as necessary to sustain domestic 
prices at a level significantly above the competitive world price. If the in 
dustry is to receive such treatment for the benefit of the nation, it would be 
irresponsible for government not to obtain whatever information it needs to 
assure that the burden imposed on consumers is not greater than necessary.

Criticism.—"A significant lowering of domestic crude oil prices as a result of 
instituting the Task Force's recommended tariff system would cause reduced 
state revenues and damage to the economies of several states."

Observation.—It is true that a significant reduction in domestic crude prices 
would cause some loss in employment and state revenues. However, the employ 
ment drop would be extremely small when compared to employment shifts in 
the economy as a whole (see Ibid). The loss of state revenues, while difficult 
to estimate, would plainly not be such as to weaken the national economy (see 
also para 207c).

Criticism.—"The Task Force staff was inexperienced and lacked knowledge 
of the industry."

Observation.—The staff combined prior expertise in the oil industry with the 
independent judgment of economists and lawyers who relied upon expert sources 
in industry, government and universities for all of their technical conclusions. 
Chief Economist McKie and two other staff economists had significant prior 
experience in studying this industry. Other staff members did not. But the 
entire staff bad the benefit of numerous submissions from the industry, further 
consultations with industry experts (on the public record), and full exposure 
of its drafts and working papers to all government agencies involved in the 
study. Moreover, the oil import question is one of economics, industrial orga 
nization, and law. It can be assessed by persons competent in those disciplines 
once they are advised of relevant geological, engineering, and resource factors 
relevant to the issue.

CONGRESS OF THE UNITED STATES,
HOUSE OF REPRESENTATIVES, 

Washington, D.C., June 12, 1970. 
Hon. WILBUB MILLS, 
Chairman, Bouse Ways and Means Committee, Longioorth House Office Building,

Washington, D.C,
DEAR MR. CHAIRMAN : On May llth, I submitted the enclosed statement to the 

Mines and Mining Subcommittee of the House Interior and Insular Affairs Com 
mittee, when that body was considering the issue of oil import controls.

As your Committee is now considering trade proposals, including the issue of 
oil import controls, I would appreciate it if you would include this statement in 
the record of the Committee's hearings. 

I sincerely appreciate your attention to this matter. 
Sincerely,

BOB MATHIAS, M.C., California. 
Enclosures.

TESTIMONY SUBMITTED BY CONGRESSMAN BOB MATHIAS, BEFORE THE SUBCOMMITTEE 
ON MINES AND MINING, OIL IMPORT CONTROLS, MAY 11, 1970

The oil industry in my state, California, produces almost 1,050,000 barrels of oil 
per day. Of that total, Kern County in my District produces about 34%. or 
about 355,000 barrels per day.

The average value of a barrel of California oil today is $2.51; thus new wealth, 
on the order of $890,000 per day, is created by oil operations in my District.

I am, therefore, deeply concerned with the economic health of the California 
industry as a whole, and particularly with the health of its producing segment 
in my two counties.
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That is one reason why I am unalterably opposed to the Cabinet Task Forces 
recommendation to substitute a tariff scheme for the present quota system of 
controlling imports of foreign oil. The Chairman of the Task Force, the Secretary 
of Labor, has testified that adoption of its recommendations would result in an 
almost immediate reduction of 30 cents per barrel in domestic crude oil prices and 
after a period of "adjustment" by the industry, prices could be driven further 
down by manipulating the tariff rates.

The fact is that the average California crude price today is four cents per 
barrel less than it was in 1959, the beginning year of oil import controls. 
In 1969 the average wholesale (ex taxes) price of a gallon of gasoline in Cali 
fornia was one-half cent less than it was in 1959. To allege, or imply, that the oil 
import program has created artificially high prices for the consumer is simply to 
deny the facts.

To force crude oil prices down to less than 1959 levels would simply be to dry 
up literally thousands of marginal wells in my District, my state, and, for that 
matter, across the nation. And this at a time when Middle East governments, 
upon whom we would be greatly dependent for our oil supplies, are busy rattling 
sabres throughout the region.

And that brings me to my second objection to the Task Force recommendation.
I have pictured the results of its adoption in my District, but the damage 
to the nation far transcends that to the District of any single Member of this 
House.

Bluntly and briefly, it would put us at the mercy of none-too-reliable foreign 
governments for the supply of 75% of the energy that turns the wheels of America. 
In this time of actual fighting in some areas of the world, and highly unstable 
political conditions in many others—particularly in oil producing countries—I 
don't like that prospect.

Finally, I am philosophically opposed to price-fixing by Federal fiat. Yet that 
is the avowed purpose of the Task Force recommendation. It is appalling, and 
incomprehensible, to me that men of the stature of Cabinet Secretaries could 
come to the conclusion that such a policy is in the best interests of the United 
States.

There are many other reasons—loss of oil field employment, loss of tax rev 
enues to the states, loss of royalty revenues to the states and the Federal govern 
ment, among others—for the rejection of the Task Force report. These have 
been presented in detail by many witnesses, so I will not expand upon them 
here.

I would like to bring to the attention of the Committee several resolutions and 
letters I have received from the Kern County Board of Supervisors, the Greater 
Bakersfield Chamber of Commerce, the Kern High School District Board of 
Trustees, the Bakersfield City School District Board of Education, and the Kern 
County Taxpayers Association. Each of these groups has expressed its opposi 
tion to any change in the present system of oil import controls. They state that a 
change would be disasterous to the economy, tax structure, and the school sys 
tems of Kern County.

I request that these resolutions and letters appear at the end of my remarks.
The facts I have discussed and those presented by other witnesses as well as 

those expressed in the resolutions and letters to be included in the record are 
sufficient enough reasons to reject the Task Force's recommendations. The re 
tention of the quota system, which has served our nation well during the past
II years, should not be changed.

(The material referred to follows:)

BEFORE THE BOARD OF SUPERVISORS, COUNTY OF KERN, STATE OF CALIFORNIA
RESOLUTION 

Section 1. Whereas:
(a) The economy of Kern County is largely dependent upon agriculture and 

the oil industry, and the governmental entities of the County of Kern, particu 
larly the school system, rely heavily on taxes collected from the oil industry on 
the basis of assessed values; and

(b) The assessed values of Kern County oil fields are directly tied to price 
and daily capacity, and the current price of crude oil in this area is below the 
price level of 1957 and exploration efforts have been considerably curtailed 
because of current economics; and
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(c) A substantial drop in the price of crude oil will force the abandonment 
of stripper wells affecting up to as much as 65,000 barrels of daily capacity, and 
the abandonment of thousands of wells as a result of forced reduction in the 
price of crude oil will create an estimated loss in total assessed values of between 
8 and 12 percent; and

(d) Oil import controls have been an effective barrier to further deterioration 
of price as occurred in 1958 and 1959 and any change in the current oil imports 
program will have a severe adverse reaction on the economy of the oil industry;

Section 2. Now, therefore, be it resolved by the Board of Supervisors of the 
County of Kern, State of California, as follows :

1. That the Board of Supervisors of the County of Kern does hereby go on 
record in opposition to any proposed change in the current oil imports program 
as it now affects District V.

2. That the Board of Supervisors of the County of Kern recognizes the need 
for a strong and prosperous domestic oil industry in the State of California, 
and in Kern County in particular, in order to maintain a well-balanced economy 
and a strong base for ad valorem taxes and to insure the availability of ade 
quate oil and gas reserves for the West Coast in time of national defense 
•emergency.

Section 3. It is further resolved that the Clerk of this Board .shall forward 
copies of this Resolution to President Richard M. Nixon, Senators George L. 
Murphy and Alan M. Cranston; Congressmen Robert Mathias and Barry Gold- 
water, Jr.; Governor of the State of California, Ronald Reagan; to the follow 
ing Cabinet Secretaries: Departments of Labor, State, Defense, Interior, Treas- 
Tiry, .Commerce; and to the Director of the Office of Emergency Planning.

GREATER BAKERSFIELD CHAMBER OP COMMERCE, COUNTY OF KERN, STATE OF
CALIFORNIA

RESOLUTION
Whereas the economy of Kern County is largely dependent upon agriculture 

and the oil industry ; and
Whereas the assessed values of Kern County oil fields are directly tied to price 

and daily capacity; and
Whereas the County of Kern, particularly the school .system, relies heavily 

on taxes collected from the oil industry; and
Whereas oil import controls have been an effective barrier to further deterio 

ration of price as occurred in 1958 and 1959; and
Whereas the current price of crude oil in the State has dropped an average 

of 55 cents per barrel since 1957; and
Whereas exploration efforts have dropped considerably because of current 

economics; for example, the number of exploratory wells in the Southern San 
Joaquin Valley has declined 45 percent during the past five years; and

Whereas any change in the current oil imports program will cause an adverse 
reaction within the economy of the oil industry; and

Whereas a substantial drop in the price of crude oil will force the abandon 
ment of stripper wells affecting up to as much as 65,000 barrels of daily capacity ; 
and

Whereas the abandonment of thousands of wells as a result of forced reduc 
tion in the price of crude oil will create an estimated loss in total assessed values 
of between 8 and 12 percent.

Now, therefore, be it resolved by the Greater Bakersfield Chamber of Com 
merce, State of California:

,(a) That the Greater Bakersfield Chamber of Commerce go on record in opposi 
tion to any proposed change in the current oil imports program as it now affects 
District V;

(b) That the Greater Bakersfield Chamber of Commerce recognize the need 
for a strong and prosperous domestic oil industry in the State of California and 
in Kern County in particular, to maintain a good balanced economy and a strong 
base for ad valorem taxes;

,(c) To promote the insurance of adequate oil and gas reserves for the West 
Coast in time of war ;

(d) That the Secretary of the Greater Bakersfield Chamber of Commerce 
forward copies of this Resolution to President Richard M. Nixon, Congressman 
Bobert Mathias, Senator George L. Murphy, Senator Allan M. Cranston, the
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Governor of the State of California Ronald Reagan, and to the following Cab 
inet Secretaries: Departments of Labor, State, Defense, Interior, Treasury, Com 
merce and to the Director of Office of Emergency Planning.

KERN HIGH SCHOOL DISTRICT, 
Bakersfield, Calif., January 18,1970. 

Congressman BOB MATHIAS, 
18th District, California, 1008 Longivorth Souse Office Building, Congress of the

United States, Washington, D.C.
DEAB CONGRESSMAN MATHIAS : Attached is a copy of a letter dispatched to the 

Office of the President of the United States. The letter is the result of a resolu 
tion passed by the Board of Trustees of this school district. While I presume 
there is no legislation pending on this matter, I thought your office should be 
informed as to the response of the Kern High School District Board of Trustees. 

Sincerely,
JOHN W. ECKHARDT,

District Superintendent and Secretary, Board of Trustees.. 
Enclosure.

KERN HIGH SCHOOL DISTRICT, 
Bakersfield, Calif., January 9,19110. 

Hon. RICHARD M. NIXON, 
President of the United States, 
White Souse, Washington, D.C.

DEAR MR. PRESIDENT : The Board of Trustees of this school district has received" 
a recent Resolution passed by the Greater Bakersfield Chamber of Commerce 
relative to the proposed change in the current oil imports program. It is our hope 
that the task force which is reviewing the oil imports program for you will 
recognize the involvements on the domestic scene.

Oil production is a major part of the economy of this County. Since this school 
district covers approximately 4,000 square miles of the County, the oil industry 
provides considerable ad valorem taxes which give financial support. This school 
district is also concerned with the need for a strong and prosperous domestic 
oil industry in the State of California and in Kern County particularly. We ask 
your consideration be reflected in any proposed action which would have a de 
preciating effect on the oil industry of this County. 

Sincerely,
BOARD OF TRUSTEES, 
KERN HIGH SCHOOL DISTRICT, 
M. GLENN BULTMAN, President. 
JOHN W. ECKHARDT, 

Secretary and District Superintendent.

BAKERSFIELD CITY SCHOOL DISTRICT,
Bakersfield, Calif., February 18,1970. 

Congressman BOB MATHIAS, 
1008 Longicorth Souse Office Building, 
Washington, D.C.

DEAR CONGRESSMAN MATHIAS : Enclosed is a copy of a Resolution adopted by 
the Board of Education of the Bakersfield City School District on January 26,. 
1970, supporting a continuation of the current oil imports program. 

Sincerely,
BOARD OF EDUCATION, 
C. C. CARPENTER, Executive Officer. 

Enclosure.

RESOLUTION OF THE BOARD OF EDUCATION OF THE BAKERSFIELD CITY SCHOOL
DISTRICT

Whereas the support for public schools is partially dependent upon assessed 
valuation established from the oil industry through the price and daily capacity 
of the oil fields ; and

Whereas any substantial drop in the price of crude oil would foi-ce the 
abandonment of producing wells supporting the assessed valuation; and
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Whereas the district is advised that import oil controls have been an effective 
barrier to price reduction; Now therefore be it

Resolved, That the Board of Education of the Bakersfield City School District 
does hereby go on record of supporting a continuation of the current imports 
program that has the effect of continuing the oil production of this area and 
thus ensuring the basic for support of the public schools; and be it further

Resolved, That the Secretary of the Board of Education shall forward copies 
of this Resolution to President Richard M. Nixon, Senators George L. Murphy 
and Alan M. Cranston; Congressmen Robert Mathias and Barry Goldwater, Jr.; 
Governor of the State of California, Ronald Reagan; to the following Cabinet 
Secretaries: Departments of Labor, State, Defense, Interior, Treasury, Com 
merce ; and to the Director of the Office of Emergency Planning.

THOMAS W. CUBEAN, 
President of the Board of Education.

KERN COUNTY TAXPAYERS ASSOCIATION,
BaJcersfiela, Calif., September 10,1969. 

Hon. ROBERT B. MATHIAS, 
Souse of Representatives, 
"Washington, D.C.

DEAR MR. MATHIAS : Please do everything in your power to eliminate any 
change in the oil-imports controls to the United States.

Should the proposals to remove oil-imports controls, as suggested by a Senate 
sub-committee, the Department of Justice and a Presidential task-force, be 
implemented, the people of California and of Kern County would suffer severe 
economic consequences.

The attached statement, "Impact of Removing Oil-Imports Controls on the 
Economy of Kern County," summarizes our findings and opinions in this matter. 
Tour support of our request will be greatly appreciated. 

Yours very truly,
TOM FOLSOM.

THE IMPACT OF REMOVING OIL-IMPORT CONTROLS ON THE ECONOMY or KEEN
COUNTY

The consequences to the residents of Kern County of international economic 
changes, over which they have no control except to the extent that their con 
gressional representatives can influence these matters, can be very drastic.

Consider, for example, the consequences of removing current oil-import con 
trols to the United States. One of the resulting effects of such action, according 
to national reports, is to reduce the domestic prices of crude oil approximately 
$1.25 per barrel. Also, the demand for domestic crude oil will decline propor 
tionately with the import increases. No one questions that these changes will have 
an adverse effect on those areas of the country where the economic structure 
is sustained by the production of crude oil. Kern County can be severely crippled 
by the removal of oil-import controls to the United States.

The production of oil and associated natural gases in Kern County, which 
supplies 'approximately one-third of California's total petroleum production, has 
an annual gross value in excess of $300 million. An estimated 7 percent of the 
County's non-governmental workers are employed directly in oil production ac 
tivities and allied services and supplies. Petroleum mineral rights comprise 
nearly 20 percent of the taxable assessed valuation of the County.

As a result of the present healthy domestic economy of the oil industry, Kern 
County oil producers are able to conduct optimum conservation practices. An 
estimated 70 percent (nearly 15,000) of the producing wells in the County are 
classified as "stripper"—economically marginal—wells, wells which produce 15 
barrels or less per day. The average daily production per well of all Kern 
County oil wells is slightly in excess of 16 barrels. The application of highly 
technical and expensive secondary and tertiary recovery methods (water flood, 
steaming, etc.) is expected to produce up to 90 percent of the underground oil in 
place. This contrasts to the average 25 percent by less expensive primary methods.

Briefly and bluntly, the removal Oif the current oil-import controls followed by 
the reduction in the domestic price of crude oil of $1.25 per barrel may reason 
ably be expected to cause the following consequences in Kern County.

1. Require not less than 70 percent of all oil wells to be shut down.
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2. Eliminate the economic feasibility of optimum conservation practices such 

as water flooding, steaming, etc. and shorten the economic life at all producing 
wells thereby foregoing recovery of an estimated 75 percent of the remaining crude 
oil reserves.

3. Force the lay-off of more than half of all those employed in oil production 
activities and allied services and supplies.

4. Reduce the tax base 10 percent or more and concurrently raise the taxes 
of all property owners in the County.

5. Substantially reduce the royalty returns to the United States.
Kern County is now a relatively depressed area as indicated by the 1967 aver 

age per capita income of $2,892 which is $773 or over 20 percent less than the 
$3,665 per capita income of the State of California. The removal of the current 
oil-imports controls will cause a further decline in this economically depressed 
area of California.

STATEMENTS OP DAVID S. BRUCE, CHAIRMAN, PETROCHEM GROUP ; AND MORSE G. 
DIAL, JR., CHAIRMAN, ICHEMCO GROUP

This joint statement is presented on behalf of the PetroChem and Chemco 
Groups, two informal organizations of domestic petrochemical manufacturers. 
The companies in the Ohemco Group are:

Celanese Corporation.
The Dow Chemical 'Company.
BaStman Eodak 'Company.
Monsanto Company.
National Distillers and Chemical Corporation.
Olin Corporation.
Publicker Industries Inc.
Union Carbide 'Corporation. 

Members of PetroOhem are as follows :
Cabot Corporation.
Ohemplex Company.
Copolymer Rubber & Chemical Corporation.
Dart Industries Inc.
Eastman Kodak Company.
E. I. du Pont !de Nemours & Company.
El Paso Products Company.
Ethyl Corporation.
Firestone Tire & Rubber Company.
Foster Grant 'Company, Inc.
Goodyear Tire & Rubber Company.
B. F. Goodrich Chemical Company.
Hercules Incorporated.
J. M. Huber Corporation.
Koppers Company, Inc.
Marbon Chemical Division of Borg-Warner Corporation.
National Distillers and'Chemical Corporation.
Northern Petrochemical Company.
Sid 'Richardson Carbon Company.

• The Chemco Group was formed in 1967 to seek exemption from the -restrictions 
imposed by the Mandatory Oil Import Program (MOIP) on their ability to im 
port foreign feedstocks at competitive world price's.

The PetroOhem Group was formed in 1969 to present its members' views to 
the Cabinet Task Force on Oil Import Control, wi*h particular reference to the 
adverse effects of the MOIP on the U.S. petrochemical industry.

The Cabinet Task Force on Oil Import Control submitted its reports to the 
President in February 1970: a Majority Report and a Separate Report of the 
Secretaries of Commerce and Interior and the Chairman of the Federal Power 
Commission. Both reports address the petrochemical problem directly and in 
detail, and both recommend relief for U.S. petrochemical producers. Consistent 
with 'those recommendations, Chemco and PetroChem have acted in concert 'to 
develop proposed regulations ito amend the MOIP Which express the views of all 
segments of the industry. These proposals were developed at the request of 
Government officials in the context of a continuing quota program. They 'have 
been presented to the Oil Policy Committee (created by President Nixon in
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February 1970) and relevant government departments and agencies concerned 
with the Mandatory Oil Import Program.

The fundamental problem of the petrochemical industry is the disparity in 
cost between foreign and U.S. petrochemical feedstocks, as hereafter explained 
in detail. Accordingly, our joint statement is directed principally to the Com 
mittee's consideration of bills to limit imports of crude oil into the United States. 
Any legislation on oil imports will inevitably affect the feedstock cost problem 
of the petrochemical industry unless separate provision is made for petrochem 
icals. Tliis can be done consistently with a program regulating oil imports. And 
national security objectives will be furthered by dealing explicitly with the pet 
rochemical feedstock problem so as to foster a strong viable domestic petro 
chemical industry.

We are convinced that, unless the essential feedstock needs of the U.S. petro 
chemical industry are dealt with in any legislation considered by this Committee 
there will be a serious deterioration in the industry's economic health, its com 
petitive ability, and its contribution to the nation's balance of trade.

We are also convinced that such needed changes can be made without detri 
ment to any segment of the domestic petroleum industry and without diminish 
ing the incentives for petroleum exploration and production.

THE PETROCHEMICAL INDUSTRY

Before discussing the petrochemical feedstock problem and the Cabinet Task 
Force recommendations with respect thereto, it may be helpful to describe the 
petrochemical industry, especially since many of its products kre not clearly 
visible to the general public.

Petrochemical producers take crude oil or other petroleum raw materials— 
primarily natural gas liquids or certain liquid fractions of crude oil—and manu 
facture from them a broad array of basic petrochemicals. An even wider range 
of derivatives is produced from these basic chemicals through further chemical 
processing.

Most of the products of the industry, both basic chemicals and the derivatives,, 
are practically unknown to the consumer because the average person never sees,. 
or buys, them. The customers of the petrochemical industry are other industries. 
These industries use petrochemicals as the raw materials in manufacturing 
thousands of industrial and consumer products, which the average person does 
buy, and use, every day. Petrochemicals help make possible better food, clothing, 
packaging, medicines, faster and safer transportation, quicker communications, 
and a strong national defense.

In 1969, the petrochemical industry employed more than 350,000 people in the 
United States in 2,500 plants and establishments. Its products were valued at 
more than $21 billion and the industry has plant and equipment valued in excess 
of $20 billion.

Petrochemicals have consistently been a major contributor to the nation's bal 
ance of trade. Petrochemical exports, in 1969, exceeded $2.0 billion. Imports in 
1969, however, increased by a disturbing 20 percent over 1968 to a level of about 
$600 million. Nevertheless, the net balance of trade in petrochemicals was in ex 
cess of $1.4 billion. By way of contrast, the country's total balance of trade in 
1969 was less than $1.3 billion.

The petrochemical industry is vital to the national defense. It is hardly an 
exaggeration to say that without its products a modern army could not move, 
a modern navy would rust at its piers, and the air force could not get off the 
ground. In scores of vital areas—rubber, explosives, missiles, vehicles, and elec 
tronics—petrochemicals play a critical role in filling national security needs. Of 
equal importance are the technological resources and product versatility that are 
a major strength of the industry. It is essential that we maintain this vital capa 
bility and capacity in this country.

NATURE AND EXTENT OP THE PETROCHEMICAL INDUSTRY'S FEEDSTOCK COST PROBLEM

It should be noted that the imposition of oil import quotas in 1959 sprang 
from a basic concern about the impact of oil imports on domestic oil exploration 
and production. The governmental studies preceding the Mandatory Oil Import 
Program dealt with energy policy and crude oil imports. The needs of the petro 
chemical industry were never mentioned and apparently never considered. For 
these reasons we believe the petrochemical industry is an unintended and un 
necessary victim of the Oil Import Program.
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It is now clear that, as a result of the MOIP, there has been an upward pres 
sure on the price of petrochemical feedstocks. The alternate use of these feed 
stock materials in the energy market—for heating and indirectly for gasoline— 
prices are higher because of the MOIP.

At the same time, the petrochemical industry must sell its products in com 
petitive worldwide markets. There are no restrictions on imports of petrochemi 
cal products into the United States except tariffs. Tariffs are already low and 
are being further reduced as a result of the Kennedy Round. The industry is 
very sensitive worldwide to competitive differences such as feedstock cost dis 
advantage. Any program which raises petroleum feedstock costs for the U.S. 
petrochemical industry creates a cost disadvantage which will dislocate the U.S. 
industry, obsolete existing plants, stimulate foreign production for the American 
market, and impel construction of new plant capacity in offshore locations.

The Cabinet Task Force Report and the Separate Report of Secretaries Stans 
and Hickel and Chairman Nassikas confirm the fact that American petrochemi 
cal companies face a feedstock disadvantage as compared with their foreign 
counterparts. The problem, which was spawned at the inception of the Manda 
tory Oil Import Program, has become worse as the industry has expanded and 
as the feedstock cost disparities between U.S. and foreign feedstocks have become 
increasingly more significant.

The Department of Commerce, in its submission to the Cabinet Task Force 
on Oil Import Control, estimated that a foreign petrochemical manufacturer has 
a net advantage of about 38 percent on his petrochemical feedstocks and that, 
since feedstock costs account for about 50 percent of the cost of making basic 
petrochemicals, the foreign producer has a net advantage of 19 percent. 

The Commerce Department submission went on to say :
The basic deficiency of the existing program in regard to petrochemicals 

is that it does not adequately deal with the presently existing disadvantage 
of the U.S. petrochemical industry, as a whole, in regard to feedstock costs, 
in its competition with foreign producers. The Department of Commerce 
sees this disadvantage as becoming more severe over time, with the following 
consequences:

1. Increasing imports of petrochemicals by the U.S.
2. Decreasing exports of petrochemicals by the U.S.
3. Out-migration of part of future additions to capacity of U.S. petro 

chemical firms which could be, and should be, built in the U.S. 
The obvious effects of these developments on the U.S. balance of payments 

and on the financial strength and future growth of this vital U.S. industry 
should be a matter of grave concern to this government.

The Department of the Interior expressed similar concerns in its submission 
to the Cabinet Task Force.
•COMPATIBILITY OP A PETROCHEMICAL FEEDSTOCK SOLUTION WITH THE EXISTING MOIP

The petrochemical industry recognizes that national security requirements 
for energy may necessitate some regulation of the imports of petroleum. How 
ever, we believe that a solution to the petrochemical problem is fully consistent 
with the objectives of the oil program and that it is possible to have a compatible 
solution to both the petroleum and petrochemical problems. To accomplish this 
requires an understanding of the problem of each industry. Once this is under 
stood, a solution can be found to the problem of each industry without interfering 
vpith the solution to the problem of the other industry.

For the oil industry the question is to determine the national security objec 
tives of reserves and discovery. Once these have been defined, imports are regu 
lated under the program in order to maintain prices at a level to achieve the de 
sired reserves and level of discovery. The oil industry thus operates in a market 
where imports are restricted and prices maintained by regulating imports.

The solution to the problem of the U.S. petrochemical industry, on the other 
hnnd. is to offset its feedback cost disadvantage. This can be done consistent
•with the objectives of the MOIP or any legislation regulating oil imports because
•of two basic facts:

First, the petrochemical industry uses for feedstocks only about 5 percent of 
all the hydrocarbons consumed in the U.S.
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Second, the petrochemical program can be separated administratively from 
the oil industry program so that the requirements to achieve feedstock cost parity 
ior petrochemicals will have no impact on the oil import objectives.

THE SOLUTION TO THE PETROCHEMICAL FEEDSTOCK PBOBLEM

The petrochemical industry, as repersented by the PetroChem and Chemco 
Groups, urges that any legislation considered by this Committee limiting oil im 
ports incorporate a petrochemical program designed to eliminate the petro 
chemical feedstock cost problem stemming from the regulation of oil imports 
as any energy source. To achieve the objective of overcoming the feedstock cost 
disadvantage of domestic producers, a sound petrochemical program must meet 
the needs of the petrochemical industry as it exists now and as it will develop 
in the future. To assure viability for companies tied to domestic feedstocks 
because of location or plant design, it is important that those companies be able 
to participate in an allocation program at a level to overcome their feedstock 
cost disdvantage; many plants are in this position. Companies which want di 
rect access to foreign feedstocks for manufacutring petrochemiacls should be able 
to import their feedstock requirements and thus overcome the cost disadvantage; 
many new plants where decisions are in abeyance as to location here or abroad 
are in this category.

A proposed program based on these principles has been presented jointly to 
the Oil Policy Committee by Chemco and PetroChem. The jointly-proposed pro 
gram meets the expressed needs of all members of the industry. Tinder the 
proposal, petrochemical producers would have the option on a plant-by-plant 
basis to elect between the following:

(a) For each plant which cannot use foreign feedstocks directly: grant 
ing of allocation rights permitting import of foreign oil based on petro 
chemical manufacture. The, allocation would be at the 20 percent level 
recommended in the Separate Keport, with the right of further review and 
adjustment in the future. As appropriate, the rights to import foreign oil 
granted to such a plant should include allocations based on production of 
petrochemicals for export sale. The petrochemical manufacturer in this 
position should be permitted to sell or exchange the imported oil for domestic 
feedstocks.

(6) For each plant able to use foreign feedstocks directly and electing 
access:

(i) The right to import petrochemical feedstocks for that plant out 
side any oil import restrictions. The quantity of feedstock permitted 
to be imported under this option would be based on the amount con 
verted into petrochemicals in that plant and should be effectively 
limited so as to restrict the flow of by-products into the controlled 
fuel and energy markets ;

(ii) The participating plants should have the right to exchange 
imported materials for domestic materials on a like-for-like basis to 
permit transportation savings and to permit inland plants to utilize 
this option;

(iii) Downstream petrochemical producers who do not actually process 
feedstocks should be permitted to participate by means of a certificate 
of petrochemical end-use which would entitle their suppliers to import 
the petrochemical feedstocks Involved. This will permit the refining 
industry to operate competitively as merchant olefin manufacturers to 
sell feedstocks for petrochemical use.

The safeguards in this jointly-proposed program effectively separate the petro 
chemical program from the energy program and should satisfy the concern of 
the oil industry that the petrochemical program would result in competition in 
the energy market from raw materials obtained at world prices. It can be im 
plemented under existing law as part of the Mandatory Oil Import Program- 

The principles we have proposed as the basis of a petrochemical program are 
supported by all of the companies in the Chemco and PetroChem Groups. These 
companies represent a broad cross-section of the petrochemical industry. These 
principles are applicable to any legislation which this Committee may consider 
regulating oil imports. We urge the Committee to adopt these principles as 
the basis of a separate petrochemical provision in any legislation considered 
by the Committee on this subject.
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CONCLUSION

The proposed program for petrochemicals is, in every way, in the public 
interest:

1. It meets an important national security objective by continuing a strong 
domestic petrochemical manufacturing base—with the capacity to produce the 
rubber, explosives, missiles, vehicles, electronics and many other products derived 
from petrochemicals which are so essential in time of emergency.

2. It is consistent with the national security objectives of oil import controls 
since the relative volume of oil needed for petrochemical use is so small and 
since the proposed program contains safeguards to prevent interference with 
the petroleum energy industry.

3. It does not injure domestic oil producers. The quota option will enable 
plants using domestic feedstocks to remain competitive and continue to be a 
market for domestic producers. In addition, plants using foreign feedstocks will 
be built in the United States instead of abroad. These plants would have access 
to foreign oil for petrochemical production only, and their other petroleum 
requirements will create a market for domestic oil which would be lost if these 
plants were built abroad.

4. It will enable the U.S. petrochemical industry to remain competitive in 
world markets so that it can make an increasing contribution to our balance 
of trade and balance of payments.

5. It will keep this major U.S. industry healthy and expanding so that it can 
continue as an important employer, investor and contributor to the national 
economy.

6. Since it proposes a separate program for petrochemicals, it does not preju 
dice decisions which might be reached in the energy sector at a later time.

It is essential that the Administration, with the recommendations of the 
Oil Policy Committee, make a decision on petrochemicals now. Plant investment 
decisions—the question of whether new plant construction will be within the 
United States or in other countries—have been delayed pending a decision on 
feedstock costs. Many of these decisions can wait no longer .Thus, the Govern 
ment's action in 1970 will have a profound effect on the size and economic vitality 
of the petrochemical industry in the future.

We welcome the Committee's support for this program.

STATEMENT BY JOSEPH P. BEENNAN, DIKECTOK OF RESEARCH AND MARKETING, 
UNITED MINE WORKERS OF AMERICA

Mr. Chairman and members of the committee, my name is Joseph P. Brennan. 
I am the Director of the Research and Marketing Department of the United 
Mine Workers of America.

On behalf of the officers and members of the United Mine Workers, I wish 
to express appreciation for the opportunity to present testimony on the subject 
of the trade policies of the United States.

We appear here today on behalf of America's active and retired coal miners, 
their families and the communities in which they live. We do so because in our 
judgment the development and implementation of an effective policy dealing 
with the importation of energy resources will do much to insure the future 
viability of America's coal industry and consequently of America's coal miners.

The American energy industry stands at a crossroads. Historically America 
has been energy self-sufficient. The development and utilization of energy re 
sources not only provided the basis for our rapid and continuing industrial 
expansion, but also made possible all of the economic benefits which come from 
resource development.

Our nation has been able to retain a pre-eminent position in the world pri 
marily because we do not depend greatly upon foreign energy resources. Despite 
what is done in the Middle East or Latin America, despite interruptions in 
ocean transportation, American industry has been able to function because the 
bulk of our energy needs were met from our own resources. We must retain 
this self sufficiency, or we will come to depend for survival upon the whims 
of foreign governments and the vagaries of international politics.

The determination as to which course we will follow is now before us. That 
determination is a matter of national urgent priority. It is a determination
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which for too long has been avoided or has been made piece meal without any 
regard to the .national well being.

We believe that the willingness of our national leaders, to permit excessive 
imports must be tempered by the realities of the 1970's. We feel that it is urgent 
that the preservation of the American industrial base be maintained and that 
the current drift toward the deterioration of that base be halted. We do not be 
lieve that we can long continue to give away our industrial supremacy to other 
nations and to accept a secondary position in the manufacturing or extractive 
industries to other nations of the world.

In the energy field the determination of a proper course for the development 
of energy resources will depend upon several factors:

(1) There will have to be a recognition of the adverse effect of foreign 
trade programs upon domestic energy resources. This is especially true 
with respect to the influx of large quantities of energy resources particu 
larly residual fuel oil.

(2) The fullest development of American energy resources will depend 
upon the research and development priorities of the federal government.

(3) The investment decisions of large energy companies will have to be 
examined from the point of view of their impact upon the development 
of indigenous energy resources. Most of the firms now responsible for 
energy production and distribution are multinational in character. This 
position permits them to invest in coal properties in the United States, in 
oil wells in the Middle East, in uranium production in Canada, or in natural 
gas production in North Africa based upon the greatest possible return. 
Thus a liberalization of the trade policies of the U.S. with regard to energy 
will have a decided effect upon corporate capital investment decisions—an 
effect which will nudge such companies into long term programs which may 
well be to the detriment of the American people, especially those who 
depend upon the development of American indigenous energy resources.

(4) Obviously all of these things inexorably point to the need for a
unified energy policy framework. Such a framework will deal with not
only the foreign trade program of the United States but also in the over
all U.S. energy policy and will provide the basis from which the fullest
possible use can be made of our domestic energy resources.

Our purpose here today therefore is to demonstrate the vital role that
foreign trade policy has on the development and implementation of an over all
energy framework : to show how without a proper foreign trade policy, American
energy resources will eventually atrophy and become increasingly unable to
contribute to the national well being.

In our judgment, what is needed is a more restrictive trade policy in energy 
than has heretofore been applied. A national determination should be made 
that our energy needs will be met insofar as possible from indigenous energy resources.

We believe that the United States must adopt an energy policy which will 
have one basic platform which is:

To develop indigenous energy resources so that such resources will insofar
as possible meet the expanding energy requirements of the United States
before efforts are made to meet such needs from foreign energy reserves.

If we fail to adopt such a national commitment, we believe that the American
people will suffer from undue dependency upon foreign energy resources. Such
a development will have two adverse effects:

(1) The ability of America to remain self sufficient and therefore to 
retain her freedom of action in many areas will diminish rapidly.

(2) The development of our own energy resources will languish. The 
wealth that is inherent in those resources, in our vast coal and oil shale 
reserves for example, will remain buried. Finally, because our resources 
will not be developed to the fullest, the economic activity which would 
arise from such development will never come to pass. Such economic activ 
ity will be denied not only in the direct development work required but also 
in the corollary development which comes about because of the multiplier 
effect.

Today as before, industry remains the keystone of our economic growth. It is 
industry which makes possible the expansion of services. It is industry that 
provides the tax base. It is industry which generates the wealth upon which
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national growth is based. If industry is to remain viable, it must have the full' 
support and protection of the U.S. government. This is certainly true in the- 
energy industry. I suspect, from a limited study of the subject, that it is also 
true in many other basic American industries such as steel, petroleum, textiles, 
shoes, etc.

Today the foreign trade policy of the United States with regard to energy 
imports has not been conducive to the development of indigenous energy re 
sources. This is true with regard to the development of coal—America's largest 
energy reserve.

The most important foreign competitor of coal is residual fuel oil. Residual 
fuel oil has become an increasingly more severe competitor and in many 
instances has driven coal from what were once major markets.

Since 1960, imported residual fuel oil has increased from 154.4 million barrels 
in that year to 444.4 million barrels in 1969. From about 1965, there have been 
no effective controls on residual fuel oil importation.

The result of the decontrol of residual fuel oil imports has been:
(1) Increasing dependence of vital industry upon imported fuels. This 

dependence is most evident along the east coast which is now essentially 
tied to foreign imported residual fuel oil.

(2) The coal market for all practical purposes along the coast has been 
destroyed. Millions of tons of coal markets are gone permanently and can 
be restored only at great expense and over a long period of time.

(3) Residual fuel oil imports are no longer confined to the east coast. 
There are many applications to import residual fuel oil into the Middle West. 
Already the Commonwealth Edison Company of Chicago has secured an allo 
cation for 1.5 million tons per year of residual fuel oil in coal equivalent. 
That application was made and granted on the basis of the need for low 
sulphur fuel oil to meet air pollution requirements. It was granted even 
though alternative energy resources could be made available, given the 
proper incentives.

We naturally protested the Commonwealth application. Our protests were based 
not so much upon the amount of fuel involved, but upon the precedent that would 
be established if the allocation were granted to the Commonwealth Edison Com 
pany. Our fears on that score have been realized. With the approval to Common 
wealth to import oil have come scores of other requests, all of whom seek to bring 
residual fuel oil into the coal heartland of America.

The threat of residual fuel oil imports is now much broader than it has been. 
Air pollution requirements have made attractive the importation of large quan 
tities of low sulphur oil. Second, major quantities of low cost oil are available 
in the Middle East. This oil is very often low in sulphur and can be brought into 
the east coast region and perhaps into the Middle West at a price competitive 
with fuel oil from our traditional sources in Latin America. Such large quantities 
of oil coming into a market which is essentially in equilibrium poses very severe 
long term problems for not only the coal industry but also for the oil industry. 

There is a concerted campaign to loosen the restrictions upon crude oil im 
ports. If that is done, the impact upon the coal industry will be heavy. Increasing 
quantities of energy will be available to compete with coal in its traditional 
markets and to preclude its entry into new markets.

The importation of large quantities of liquifled natural gas looms upon the 
horizon. America has a decided shortage of pipeline gas reserve. There are three 
potential sources to meet any deficits which may arise. They can be met through 
the importation of liquified natural gas from such areas as the Middle East, 
North Africa, or perhaps Venezuela. They can be met from production from 
existing crude oil supplies or from the imported oil. Finally, they can be met 
through the gasification of coal. However before gasification of coal becomes a 
reality, there will have to be some type of control over the importation of large 
quantities of either foreign oil resources or liquified natural gas.

Finally, we face the very devastating impact on the balance of payments be 
cause of the importation of foreign energy resources. It has been estimated that 
American energy needs, if met totally from foreign resources, would require a 
balance of payment of approximately $40 billion in 20 years. It is obvious that 
our nation cannot stand such a horrendous balance of payments deficit if it is 
to remain a number one factor in the industrial world. 

All of this leads us to suggest definitive action to protect and enhance the
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development of indigenous energy resources. We suggest that energy imports 
must be restricted to a specific percentage of the national energy demand. We 
further suggest that the level of imports permitted should be conducive to the 
fullest development of our domestic resources. This does not say that imports 
will not increase. It only suggests that domestic energy resources should first 
be expanded to the optimum degree and then foreign energy resources be per 
mitted to take up whatever slack is remaining.

Given a policy which will promote maximum development, it seems to us 
that it will be possible to attain definite advantages for our own economy.

New mines will be developed to meet the rapidly expanded need for energy 
in the United States. These mines will open because there will be some assurance 
to the company involved that the mines can operate over a reasonable period 
of time at a profit.

It will also be possible, given the national priority to develop indigenous re 
sources, to develop technology which will permit the use of coal without the 
many adverse effects normally associated with such use. For example, if the 
electric utilities of tlie United States are on notice that they cannot look abroad 
for an answer to the pollution problem, there will soon be technology developed 
to remove sulphur from utility stacks. There will soon be developed new systems 
to burn coal—systems such as MHD, fluidized bed, etc.—systems which will per 
mit both economy of operation and lack of insult to the environment.

With a proper energy import policy, we can look to the future success of such 
processes as coal gasification, coal liquifaction and chemical uses. We can look 
to the development of vast industrial complexes based upon the production and 
use of coal. We can anticipate all of the benefits which will follow from the estab 
lishment and operation of such complexes.

This type of national policy determination is necessary in today's economic 
and technological framework. Indeed many of the debates regarding import policy 
ignore the changes which have taken place in the world and the changes which 
have taken place in American industry. In the energy field, an initial determina 
tion on energy imports is essential because of:

(a) The quantity and price of alternative world energy resources available 
can make a shambles of the domestic energy industry in the short run.

(b) The structure of the American coal mining industry is such that some 
type of long term commitment to its development on the part of the nation's 
leaders is essential. Any examination of the structure of American coal today 
must take account of the changed nature of its ownership, production, dis 
tribution and consumption patterns. American coal today is essentially a 
part of a vast non-coal conglomerate. Coal companies are now owned by oil 
companies, copper companies, metal mining companies. These companies can 
and do make investment decisions based upon maximum return. As such, 
they are quite able to move capital from an industry which is less profitable 
to one which is more profitable with relative ease. They are able to invest 
in Lybian oil wells, American coal mines, uranium mines or any other area 
where such investment would mean the maximum return. We are fearful and 
we believe the record justifies our fear that in the absence of a clear national 
mandate to develop our own energy resources, this conglomerate type man 
agement will not in fact invest in the coal mining industry to the degree that 
they otherwise would.

In addition, coal mining is essentially now a capital intensive industry. Before 
capital is invested some assurance as to the future energy import policy must be 
given. Without such assurance, prudent management will not invest in the coal 
mining industry.

Further, the recruitment of manpower has become urgent in coal mining. The 
successful recruitment—successful attraction of manpower to the coal mining 
industry requires some guarantee of job security. Obviously with a chaotic import 
program, no such security can be given and therefore attraction of men becomes 
increasingly more difficult.

A realistic energy import program is essential 'before proper research and de 
velopment priorities can be assigned.

It has always been our position that research and development is essential to 
the future of coal. If however, America is to look increasingly abroad for its 
energy needs, there is little need to develop technology which will permit the-
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utilization of our coal resources. For example, if we are to allow large quantities 
of fuel oil to enter the United 'States, there is little need for such governmental 
projects looking toward the economic liquifaction or gasification of coal. There is 
little need to spend money to develop technology to utilize coal more efficiently 
in boilers or to take out harmful gases from utility stacks ; nor if unlimited fuels 
are to be imported, is there a need to work toward technology for the improve 
ment of efficiency of production, distribution and consumption of coal. In fact, a 
proper coal research program presupposes the need of America for coal and the 
increasingly vital role which coal will play in meeting America's energy needs.

Finally, a long term and proper energy import program would serve as a 
valuable planning tool for the consumers of energy. Today electric utilities and 
other energy consumers need such planning 'guidance. By the year 2000, it is 
estimated our electric utilities capacity will increase seven-fold. Such an increase 
presupposes extensive planning and commitments of fuel requirements far in 
advance of actual operation of the plant. We would suggest that utility consumers 
be compelled to consider primarily the use of America's indigenous energy re 
sources. If they are compelled to do this, they will naturally look to the most 
effective possible means of utilizing such resources. Given this incentive, Amer 
ica's indigenous resources will be developed.

Therefore, we suggest that what is needed 'here is the development of a proper 
import structure—a structure which is stable, a structure which will be carried 
forth over a period of years, a structure which will encourage the national de 
velopment of our own resources. We suggest that such a structure is in the 
interest of the nation. We suggest that such a structure will permit the maxi 
mum development of American economy and the greatest possible good for the 
American people. We suggest that with such a structure, the vast quantities of 
coal which are available to America will 'be put to use. We suggest that the 1.9 
trillion tons of coal reserves underlying our soil are a national store of treasure— 
a treasure which should be developed in our own interests. In short, we are 
suggesting that what is needed here is a policy—a policy which admittedly re 
verses the development of the past 30 years—tout a policy which is clearly more 
in tune with the realities of today's world. We respectfully suggest that the 
Committee draft such a policy, adopt and promote it in the Congress and 'before 
the American people. ____

STATEMENT BY WALTER FAMARISS, JR.. PRESIDENT, AMERICAN- PETROLEUM RE-
FINERS ASSOCIATION

Mr. Chairman and members of the committee my name is Walter Famariss, Jr. 
I am president of the American Petroleum Refiners Association, membership of 
which is limited to "smnll business oil refiners" as defined by the Small Business 
Administration. I am also president of Famariss Oil and Refining Company lo 
cated at Hobbs, New Mexico, which has a daily crude oil refining capacity of 4,500 
barrels per day.

The purpose of this statement is to make clear to this Committee the potential 
impact that proposed changes in the present mandatory oil import control program 
would have on the small business segment, of the petroleum industry.

Ironically my task is made more difficult by the fact that no one is attacking 
the small business refiner or the importance of maintaining his role in the petro 
leum industry. Instead almost all submissions made regarding the oil import pro 
gram have suggested that special consideration be given to the small refiner.

For example, the majority of the Cabinet Task Force on Oil Import Control, 
while proposing use of a tariff approach, specified that quotas to small refiners 
could be continued for an indefinite period. The Task Force minority was even 
stronger, saying that the sliding scale preference for small refiners should be 
retained.

We appreciate such concern expressed by the Task Force members and others 
but we note that actual developments in the management of the control program, 
particularly some of the proposed changes, certainly do not and would not be to 
our benefit. Neither do we think they would be of benefit to national security, na 
tional welfare or to consumers.
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One example of this is current consideration being given to establishing sub 
stantial quotas for the importation by deep-water terminal operators of No. 2 
home heating fuel oil on the East Coast and to provide more residual fuel oil for 
heat to utility companies and others in the Midwest and elsewhere.

Such increases in product imports is tantamount to exporting this nation's re 
fining capacity.

Let me explain: Bach time the domestic supply of a petroleum product is 
replaced by an imported supply it means that the refining capacity for that 
product and its increased use is built abroad instead of at home. As a result, 
no United States company is adding refining capacity to produce residual fuel 
oil, and the same is rapidly becoming true for No. 2 home heating oil.

It is surely significant in this connection to note the vast expansion in re 
fining capacity which is underway and will be completed in the Caribbean area 
over the next two years. The Oil and Gas Journal of December 29, 1969, reports 
the following substantial increases:

Barrels daily
Colombia ________________________________________ 70,000 
Netherlands Antilles_____________________________— 18, 000 
Puerto Rico_________________________________——__ 126, 000 
Venezuela ____________________________________ 280, 000 
Virgin Islands_____________________________________ 200, 000 
Bahamas _____________________________________ 250,000

Total _____________________________•__•_______ 944,000
This additional capacity amounts to an increase in excess of 30 percent of 

present total daily refining capacity in the above areas.
We realize, of course, that the proponents of a policy to increase imports of 

residual fuel oil and home heating oil are not deliberately trying to hurt the 
small domestic refiner but that certainly 'would be one of the first result of any 
major program to increase product imports substantially.

We do not contend that import control programs should be instituted or con 
tinued .solely to help small business refiners. 'Controls were imposed originally 
based solely on the belief they were needed for national security and welfare— 
and we think this is a proper basis.

The primary objective of the present oil import control program is to assure 
an adequate supply of domestic crude oil to meet emergency needs. But it is 
equally essential that we maintain adequate refining capacity to process that 
crude oil into the necessary products. We should not become dependent on 
foreign refineries as a source of our products any more than we should become 
dependent on foreign production for our essential crude oil needs. Obviously, 
adequate production _and adequate refining capacity go hand in hand.

The location of domestic refineries is important, too, for national 'security 
purposes. The attached map, designated Exhibit A, locates all refineries in our 
forty-eight adjoining states and shows that three-fourths of their total refining 
capacity is concentrated in a few coastal locations and the Chicago area. Our 
largest facilities are in these zones. In case of an all-out nuclear attack they 
would be prime targets.

Another map attached designated Exhibit B shows the distribution of refin 
eries having a capacity of 30,000 barrels daily or less owned by small business 
refiners and major companies. You will note that these are dotted all across 
the nation. It is significant that most of these plants make jet fuel for the 
military, thus providing a source of supply at a wide range of locations.

There is a direct link, too, between these refineries and many small producers 
because most of the crude oil refined in the small plants is purchased from in 
dependent producers in the area. Thus, the existence of the small refineries 
helps to stimulate domestic crude oil production in areas which otherwise might 
dry up. For example, one of our members, Mid-America Refining Company of 
Chanute, Kansas, has a local supply of crude oil from nearby wells which are 
strictly marginal. If the wellhead price were driven below its present posting, 
the supply would quickly dry up. Even a slight price drop would force abandon 
ment of such wells. Since it would be impossible for Mid-America to replace

46-127 O—70-npt. i
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this crude oil with either domestic or foreign crude, this plant would have to 
be closed down. Thus, both domestic production and domestic refining capacity 
would be lost. The consumers of that area would be losers, too.

This Committee has been asked by the Nixon Administration to impose a tax 
on lead used in gasoline. Such a tax would deal a body blow to small business 
refiners because they simply are not financially able to make the big investments 
which would be needed to switch to lead-free gasoline.

We estimate that if this tax were adopted it would force 58 small business 
refiners out of business and would probably cause 53 small plants owned by 
major companies to close down. A third map designated Exhibit C attached 
shows the resulting picture—an almost complete concentration of United States 
refineries in a few key coastal areas and in Chicago. From a national security 
standpoint alone, this must be avoided.

The proposed tax on lead and the oil import control program are not di 
rectly related, of course, but I have mentioned the proposed lead tax because 
if it should be put into effect the import question will become moot for most 
small refiners because they would no longer be in existence.

We strongly urge this Committee, therefore, to reject the lead tax proposal.
Now to return to the oil import program specifically, our Association is of 

the opinion that a switch to a tariff system as recommended by the Cabinet 
Task Force majority would do more harm than good.

Instead of setting a specific ceiling on the volume of oil that could be im 
ported, as is done under the quota system, a level of tariff would be established 
and anyone not located inland could import any amount if he were willling 
to pay that tariff.

The unsettling factor as far as we are concerned is that the primary pur 
pose of this move would be to force down the price of domestic crude oil. 
Thus, the objective of the program would become one of price control rather 
than of volume control.

The idea of a reduced price for crude oil naturally has some appeal to 
the small business refiner because he must purchase nearly all the crude oil 
he uses. By contrast, most integrated companies produce all or a substantial 
part of the oil they refine.

However, while an influx of cheap foreign oil might lower domestic crude 
oil prices, such apparent advantage would likely be offset by other factors. 
For example, as was mentioned earlier, a lower crude price would eliminate 
many of the small producers who supply oil to small business refiners. Over 
the long run, it would mean the control of crude oil production would wind 
up in the hands of a few big oil companies. We feel this would be undesirable 
generally and would certainly be catastrophic for small business refiners.

Further, there would likely be wide fluctuations in supply patterns under 
a tariff system. That is, if a tariff was set too high it would cut off much 
of the flow from abroad and thereby create a tight supply situation for do 
mestic oil. On the other hand, if a tariff were set too low it would tend to 
bring in a flood of imports and could have a disruptive effect.

It seems to us that it would take a very delicate government hand to set 
a tariff precisely right so that the flow of imports would be a steady, de 
pendable one—as it has been under the quota plan.

This fluctuation in supply patterns would be reflected in the product mar 
kets, too, That is, a heavy flow of imports could touch off a round of price 
wars such as were common before the import control program was established. 
Then a sharp reduction in imports could send prices rocketing upward.

Such fluctuations in the market place would make operations especially diffi 
cult for small business refiners who are not in a position to ride through such ups 
and downs.

We can work much better and more efficiently and effectively if we have a 
reasonable certainty of what to expect in the market place. We can operate better 
on a small margin of profit—if it is stable—than we can in a setting in which 
the situation changes from day to day.



2373

We believe the consumer fares better in a stable setting, too. A review of prod 
uct pricing patterns during the period of the present quota control programs bears 
this out because it shows that petroleum product prices underwent few changes 
and that they rose much more slowly than the general price index.

All in all, while there no doubt could and should be some inprovements made 
in the present quota system, we feel it has worked reasonably well and that it 
would be a mistake to switch to the uncertainties of a tariff approach.

We suggest that this Committee consider and recommend legislation which 
would specify that oil imports be controlled on a quantitative basis, thereby 
ruling out the use of tariffs for oil imports.

Furthermore, we believe such legislation should specify that a sliding scale 
method of allocating import quotas be continued for the protection of small busi 
ness refiners.

The sliding scale is not a windfall for 'these small companies but simply puts 
them on a better competitive basis with larger companies having access to their 
own sources of domestic and foreign supply. It should be borne in mind that 
under the current program the sliding scale applies to large firms as well as small 
ones so there is no special treatment for any one category.

We also suggest it might be well for this Committee to give serious considera 
tion to proposals aimed at tightening the flow of oil imports, particularly from 
the Eastern Hemisphere.

Keeent forecasts to this Committee indicate that if the present program and 
price structure continues at about the current level, this nation will be importing 
6.5 million barrels a day by 1975 from the Eastern Hemisphere. Since the pro 
gram is aimed at protecting our national security through development of a 
healthy, vigorous, domestic industry, it would appear that some tightening will 
be needed if we are to avoid such great dependence on an increasingly uncertain 
supply from the Middle East

We believe that an all-out effort should be made to find and utilize more do 
mestic oil sources, including synthetic fuels, because this obviously would give 
us the greatest security. If such an approach should fall short, our primary al 
ternative sources for oil should ibe within the-Western Hemisphere rather than 
from the Middle East.

We do not pretend to be experts on national security. But it seems elementary 
that our security lies not in stockpiles of this or that but in a strong economy 
which sets the environment for healthy and vigorous industries with the man 
power and skill to do just about any task they are called upon to do.

We simply cannot understand how we can strengthen our nation by weaken 
ing a domestic industry as vital to our welfare as the petroleum industry.

This nation has always followed the policy of having sufficient military 
strength to defend its people and their interests. Even today when 'there is a deep 
division of opinion regarding our involvement in Southeast Asia, there is little 
doubt that the citizens of this nation still feel we must maintain our military 
strength.

Similarly, we need to have economic strength to enable us to bargain effectively 
in trade matters. This nation is rich in natural resources; so much so there 
is little reason why we need to go with hat in hand to some other nation to 
secure an adequate energy supply.

We sincerely believe that a switch to any system which would increase out 
dependency on overseas oil and which would lead to greater concentration of 
our industries here at home would be detrimental to the nation.

For those reasons we oppose a change to a tariff system, support continua 
tion of a quota system and urge creation of an economic climate in which we 
small business refiners can continue to play a most vital, competitive role.

We thank you for the opportunity to file this statement and to call attention 
to the urgent need to protect the interests of small business oil refiners under 
any import program based on legislation reported by this Committee.
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STATEMENT OF INDEPENDENT REFINERS ASSOCIATION OF AMERICA 
INTRODUCTION

We welcome the opportunity to express the independent refiner's views to 
your Committee in connection with your review of pending tariff and trade 
legislation. This statement is made on behalf of the Independent Refiners 
Association of America by Edwin Jason Dryer, General Counsel of the Asso 
ciation. Having regard for the broad scope of the Committee's present hearings, 
the limitations of time available to the Committee and the Committee's sug 
gested procedure, we are, in lieu of a personal appearance, filing this statement 
with the requisite copies for distribution to all Committee members and the 
interested Departmental and Legislative staffs.

The Committee's present hearings follow extensive hearings on this subject 
in 1968 in which we .appeared directly. In the interest of brevity we assume 
that our testimony on June 27, 1968, will be considered with our present state 
ment in the Committee's further review of tariff and trade proposals.

SUMMARY OF COMMENTS AND RECOMMENDATIONS

We endorse the present quota system in preference to tariffs, quota auctions 
and other control alternatives.

We must particularly endorse the sliding scale feature of the present quota 
system. It has been an integral part of the quota system from the start. While 
it treats refiners differently depending on size, this difference is necessary to 
avoid differences or inequality in actual competitive impact which would other 
wise result from the control program. We explain why.

The Task Force majority criticized the sliding scale. We show the inconsisten 
cies, omissions and errors in that criticism. Actually the three agencies on the 
Task Force most intimately informed about the problems of the oil industry 
approved the sliding scale. Their views should be given great weight.

With all the Task Force concern about the consumer, there is one major over 
sight—no assessment of the large savings to consumers (1 to 2 billion dollars 
annually) which are attributable to the independent refiner, and no recognition 
of the need to see that the independent refiner will be around to continue these 
savings.

We ask the Congress to extend the national security clause and to reconfirm 
the present quota system and the sliding scale as a necessary element of it.

In addition, we call the Committee's attention to our direct testimony on April 
23, 1970, before the Subcommittee on Mines and Mining of the House Interior 
and Insular Affairs Committee and ask that it be considered in the review of 
import controls by the Ways and Means Committee.1

I. THE INDEPENDENT REFINER CLASS

At the outset and at the risk of minor repetition, let me identify our group to 
you. The membersip of IRAA, and the industry class for which we speak to your 
Committee, consists of independent oil refiners. Who are the independents? They 
are refiners which must purchase most of their crude oil supply—as distinct from 
the integrated major oil companies, with their own crude oil production. This 
basic characteristic, crude oil insufficiency, which all independent refiners, large 
and small, in all sections of the country, have in common, defines the group and 
it is also the key to a.n understanding of the problems which they have in common 
as independents. It is the key, as we shall see, to their common interest in oil 
imports and the 'means by which import rights are allocated. This common char 
acteristic and their resulting common interest in such matters as import controls 
are far more important to all of them tha nother distinctions which may at times 
and for some specific purposes be drawn within the independent refiner class.2 
In short, the traditional demarcation between the "majors" and the "independ 
ents"' is no accident but a basic, meaningful economic fact in this industry.

1 We call the Committee's attention particularly to the material therein under the 
heading "The Task Force Chairman's Subsequent Comments", which we will .not discuss 
In this statement.

"For example, the classification of "small business" (or purposes of the special govern 
mental programs under the aegis of the Small Business Administration applies to most 
independent refiners but it does not cover independent refiners with capacities over 30,000 
barrels per day. At times there have been regional groupings of Independent refiners—as 
in California today. But for all Independent refiners, the Import control program Is the 
single most significant government action affecting their very survival—and an Issue on 
which they have a common view.
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There are other features which characterize the independent refiner—notably 
size. In terms of size, all independent refiners are small relative to the inte 
grated majors. They have throughput capacities up to about 100,000 barrels per 
day—as distinct from the majors with capacities ranging above 100,000 B/D 
to 1,000,000 B/D. The factor of relative size is emphasized by the fact that 
there are some 112 refining companies with capacities under 100,000 B/0 and 
these account for about 18% of domestic refining capacity.3 The rest, 82%, is 
concentrated in some 20 major companies.

Our membership is a representative cross-section of this group, including 
large and small independent refiners located in all parts of the country.

H. EVENTS SINCE IRAA'S 1968 TESTIMONY

Our testimony two years ago was concerned with the state of the oil import 
control program at that time, particularly the many deviations and distortions 
to which it had recently been subjected. We asked, along with most of the oil 
industry, for a restoration and reaffirmation of the program as originally 
designed. With particular reference to the independent refiner, we pointed to 
his special role in the national security and in maintaining effective com 
petition. We explained why the sliding scale was necessary—not as a subsidy 
to independent refiners, but to offset or even out unequal treatment which would 
otherwise actually be felt by independent refiners as a result of oil import 
controls. That testimony is still valid today.

In the subsequent two years there has been one event on the import control 
front which outshadows all others—the Report of the Cabinet Task Force on 
Oil Import Control. That Report is necessarily of particular concern in the 
Committee's review of the national security clause in the present statute on 
trade relations and its proposed extension. This is so for three reasons:

First, the President in deferring action on the Task Force Report, specifically 
noted that committees of 'both the House and Senate proposed to hold hearings 
on the oil import program and he said: "I expect that much additional valuable 
information will result from these Congressional hearings, and I direct the Oil 
Policy Committee to carefully review all such information." The President and 
the Oil Policy Committee look to your Committee on this issue.

'Second, there are pending in both the House and Senate several bills dealing 
with the Task Force recommendations and proposing to establish a quota 
system, rather than the Task Force's proposed tariff system, expressly by 
statute.

Third, the way the Task Force went about its work, there was an initial 
opportunity for industry comment but no later opportunity for industry com 
ment on the Task Force's ultimate actual recommendations.* These hearings 
present that opportunity, and we shape our comments accordingly.

HI. WE ENDORSE THE PRESENT QUOTA SYSTEM RATHER THAN THE TASK FORCE'S
TARIFF PROPOSAL

Without restating their arguments, we wish to add our endorsement of the 
general oil industry view, expressed to the Committee by representatives of 
the American Petroleum Institute and others, that oil import controls are neces 
sary and the quota system as originally designed in 1959 is the best method of con 
trol. We are convinced, on the basis of eleven years in actual operation, that 
the system of quotas to refiners (as distinct from tariffs, quota auctions, quotas 
to non-refiners, etc.) is a) the most effective method in practice, b) the most 
fair method in terms of even competitive impact within the industry and c) the 
method which will permit, to the maximum extent, the price advantage of for 
eign oil to be passed through to consumers.

IV. THE SLIDING SCALE IS A NECESSARY PART OP A FAIR AND EFFECTIVE QUOTA SYSTEM.

There is one feature of the quota system which requires special comment by us 
on behalf of independent refiners because it is of direct and critical importance 
to them—the sliding scale. The sliding scale has been a necessary and integral

3 1968 date.
* In addition to its specific recommendations, the Task Force placed a new emphasis upon 

such matters as consumer interests which will continue to receive attention. The full impli 
cations of the import control program in these areas were never, however, fully developed 
in industry submissions to the Task Force.
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part of the quota system from its inception and it should be continued in the 
future."

While the sliding scale confers proportionately higher quotas to refiners oi 
smaller size, it is not in fact a "special privilege", a giveaway or a windfall to 
this group. It creates a difference, yes; but a difference which is necessary to 
offset differences and avoid inequality in actual competitive impact which would 
result from import controls if quotas were merely passed out equally to all re 
finers. Such unequal impact would result because the control system creates 
extra benefits for integrated oil companies owning domestic crude oil which 
are not enjoyed by independent refiners. The integrated majors receive 1) the 
higher price for the domestic crude oil which they own, resulting from the con 
trol system and, in addition, 2) the value of their quota rights to import foreign 
oil. The non-integrated refiner enjoys only the latter benefit from the control 
system. Yet he competes with the integrated major.

The question which the government faced in 1959 was: Is it fair to give an 
independent refiner merely the same quota as the integrated major company 
with whom he competes when this same government program also gives the inte 
grated major the very substantial advantage of a higher price on the domestic 
crude oil owned by it, an extra profit with which to bolster its force in the 
marketplace. The answer in 1959 was, and the answer in 1970 should be im- 
phatically "no".

This fact, that the sliding scale is not a "special privilege" but a means to 
prevent unequal impact in the operation of the control program, is not always 
understood. Accordingly, and because of its supreme importance to independent 
refiners, we have restated this fundamental premise of the present quota system.

V. TASK FORCE CRITICISM OF THE SLIDING SCALE——SERIOUSLY IN ERROK

Unfortunately, the real significance and effect of the sliding -scale was not 
fully understood by the Cabinet Task Force on Oil Import Control. The Task 
Force lumped "the sUding scale preference for small refiners" with "other 
special privileges" which it recommended for elimination. (Report, §428). The 
Task Force here made a most serious error. An error with most serious conse 
quences for the 112 independent refining companies directly affected. A most 
serious error also for the national security, for competition and for consumer 
interests because of the significant role played by the independent refiner in 
these areas. The Task Force's conclusion thus requires examination and rebuttal. 
We shall explain to 'the Committee why this conclusion was wrong.
a. The Task Force Conclusion on the Sliding Scale Is Not Supported Try the Task 

Force Report Itself
The most significant thing about the Task Force conclusion on the sliding 

scale is that it is accompanied by no analysis of the underlying reasons for the 
sliding scale summarized above, as contrasted with fairly extensive analysis of 
other aspects of import controls." Not a single word about the multiple benefits 
Ito integrated companies resulting from import controls. Not a single word about 
the competitive distortions which would result if quotas were simply allocated 
on a uniform percentage basis. Instead of dealing with this basic justification 
for the sliding scale, the Task Force dealt only wiltb tangential aspects of the 
matter. (Report, § 314c.) Accordingly, the Task Force conclusion on the sliding 
scale should be treated for what it is—a conclusion without any analysis what 
soever of the underlying facts or policy objectives.

The tangential aspects to which we refer are 1) whether independent refiners 
helped by the sliding scale are in fact important to the national security and 
2) whether the sliding scale is desirable because it "enables smaller refiners to 
compete with larger firms". (Report, § 314c, p. 79.) F/ven here the Task Force is

5 Indeed, even if pome other import control mechanism were adopted, it would be neces 
sary to accomplish in that other system the same objectives which are now accomplished 
by the sliding scale. See comment on Department of Justice views, infra, page 11.

e Quite aside from no comment whatsoever on the real justification for the sliding scale 
just noted, the Task Force purports to cite reasons for the sliding scale which are (a) not 
documented in any manner, (b) contrary to our understanding of the matter (remember, 
we were there!) and (c) meaningless when the ambiguous footnote 28, on page 79, of the 
Task Force Report is analyzed. Quibbling with the idea that the sliding scale was related 
in any way to the independent refiner, the Task Force said : "The sliding scale was, how 
ever, originally designed to protect the position of certain large refiners relative to other 
refiners."; that it was a means to keep quotas low for the large non-historical refiners. 
But this result could have been accomplished by low identical quota percentages rather 
than the sliding scale. Clearly the sliding scale had a different effect and accordingly it 
must have had a broader purpose than that cited by the Task Force. See also the Task 
Force minority's Separate Report page 363, as to "the original basis for the sliding scale"
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blind to the facts and wrong in its conclusions. On the national security role of 
the independent refiner,- the Task Force Report says that this "has never been 
considered important by the Department of Defense"; it forgets that responsi 
bility for industrial mobilization is a prime responsibility of other agencies than 
the Department of Defense (e.g. OEP generally and Interior specifically for 
petroleum). Their views are not cited; unless changed from prior published 
statements, they would support the independent refiner's national security role. 

On the second item, the Task Force is almost determinedly inconsistent. It 
correctly notes that the sliding scale is different from and broader in its appli 
cation than "small business" as that term is defined by the Small Business 
Administration. But this clue to a different and broader basis for the sliding 
scale than aid to "small business" is then ignored. Instead, the Task Force 
assumes that there is only a "small business rationale" T (p. 80) for the sliding 
scale and it concludes that the sliding scale is bad because "the program should 
[not] be used to promote social objectives" [such as the government policy to 
aid small business], (p. 80). The Task Force conclusion on the sliding scale rests, 
so far as it is discussed at all, on that statement and on the total disregard of 
the relevant facts which it reveals.
o. Defects in the Task Force Conclusion on the Sliding Scale Arc Revealed by 

the Task Force Report Itself
The Task Force's disregard of the relevant facts is especially incomprehensible 

considering that it did recognize that some action within the program may be 
'•'required to offset distortions attributable directly to the import program", 
(p. 80). Having said this, the Task Force did not, however, consider whether 
such distortions do exist, i.e., whether the sliding scale is required for com 
petitive equity, as distinct from competitive help.

The Task Force also recognized that structural differences in the oil industry 
might exist which would lead the import program to have such distortive 
effects—the very structural differences which justify the sliding scale. Re 
ferring to these differences, the Task Force said: ". . . in view of the impor 
tance of this industry to national security it would seem highly appropriate 
for a long-term study of industrial structure to be carried out by the govern 
ment." (§314c, n. 25, p. 80.) But this did not cause the Task Force to postpone 
its conclusion on the sliding scale until the long-term study of industry structure 
could be carried out. No; reach the conclusion now; study the relevant facts 
later.
•c. The Task Force Conclusion on the Sliding Scale Is Contradicted T>y the 

Agency on tlie Task Force Majority Most Intimately Concerned with the 
Problems and Structure of the Oil Industry

But the Task Force conclusion on the sliding scale is even weaker than that. 
It is affirmatively contradicted by the agency on the Task Force majority which 
has had most to do with the oil industry—the Department of Justice.

In its separate comments to the Task Force, the Department of Justice 
specifically recognized the different impact of any control method upon inte 
grated and non-integrated companies and suggested that any control system 
should provide some offset for this difference. It referred to "the over-all effect 
oil import controls have in contributing to the disadvantage of non-integrated 
refiners" and said:

By protecting domestic crude oil prices, limitations on oil imports permit 
a disproportionate amount of the total profit available to the petroleum 
industry to be taken at the crude oil production level. Refiners integrated 
into crude production share in these profits: non-integrated refiners do not. 

Consideration must therefore be given to compensating for this by meas 
ures to make available to independent refiners a substantial portion of the 
total oil imports, perhaps as much as the total independent refining capacity, 
on a preferred oasis. (Underlining supplied).

Justice made this suggestion with respect to an auction plan. Within a system 
of quotas to refiners, this difference in impact, which the Department of Justice 
recognizes, is offset and evened out through the sliding scale.
d. The Task Force Conclusion on the Sliding Seale Is Contradicted by the Task

Force Minority
Finally, the majority's conclusion on the sliding scale was specifically contra 

dicted in the minority Separate Report (pp. 348, 350, 359, 363). Significantly, the

7 The fact that most independent refiners are "small business" and all are small by oil 
Industry standards certainly Is an additional public policy justification for the sliding 
scale. But that is not the only, indeed not even the principal, justification.
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agencies preparing the minority Separate Report (Interior and Commerce) were 
the two Agencies on the Task Force (in addition to the Department of Justice) 
with actual knowledge and direct responsibility with respect to the oil industry- 
Their views on oil industry structure, the different impact of oil import controls 
due to differences in industry structure and the steps necessary to avoid unequal 
impact—the sliding scale—should be given great weight and endorsed by this 
Committee.
o. The Task Force Chairman's Subsequent Comments

In addition to the Task Force Report itself, we have a further means of testing 
the Task Force's conclusion on the sliding scale. This is because the Task Force 
Chairman, in his report on March 3,1970 to the Senate Subcommittee on Antitrust 
and Monopoly, detailed the reasons for his opposition to the sliding scale. (Ap 
pendix to Shultz statement, pp. 7-8.)

In our testimony to the Subcommittee on Mines and Mining of the House In 
terior and Insular Affairs Committee, supra p. 2, we demonstrated the errors in 
each and every one of Secretary Shultz's five basic premises on this issue. Suffice 
it to say here that neither in the Task Force Report itself, nor apart therefrom, 
is the Task Force conclusion on the sliding scale supported in any way at all.

VI. MAJOR TASK FORCE OVERSIGHT——THE CONSUMER'S INTEREST DEPENDS UPON THE
INDEPENDENT REFINER

The Task Force focused attention upon the consumer's interest in oil import 
controls and it is likely that this aspect of the matter will receive continuing 
attention in further review of control alternatives. Unfortunately, while this em 
phasis may be desirable, the Task Force's actual calculations were in error.

Other industry spokesmen, and indeed members of the Task Force itself, have 
corrected the most glaring errors in these Task Force calculations.8 We call 
attention to, but will not restate, the correction of these errors.

There is, however, a special facet of this issue which has not been developed 
by these other industry spokesmen—the special role of the independent refiner in 
ensuring that consumers will have petroleum products at low prices. We have 
explained to this Committee in prior testimony how the independent refiner 
plays a key role in maintaining competition in the oil industry upon which a 
pass-through of cost savings to consumers must depend. But we did not at that 
time quantify the matter. We did not calculate the actual amount of the savings 
to consumers which are due to the independent refiner. We have now done so 
and we submit for the Committee's information and record a summary memo 
randum on that subject. (See attachment.)

These savings enjoyed by consumers due to the independent refiner have 
been calculated, in dollars and cents, under three headings, as follows: 

Item
1. Savings to consumers due to lower prices for gasoline pro 

duced by independent refiners and typically sold at a differ 
ential below major brand gasoline : Annual amount

$294,888,190
2. Savings to consumers due to the lower prices for all 

gasoline, both major brand and independent, which is held 
below the levels which would apply in the absence of the in 
dependent refiner:

From ______————____——_———_———————— 819,133,870 
To ___________________________________ 1, 638, 267, 740

3. Savings to consumers due to the lower prices on other petro 
leum products due to the in-dependent refiner:

From ______——_—__——__—_———————— 45,052,363 
To ________——————__——————_———————__ 180, 209,450

4. Total savings to consumers due to the independent refiner:
From ______—_______—______——————— 1,159, 074, 423 
To ___________________________________ » 2,113,365,380

8 Regrettably, the dramatically higher, but erroneous, figures of gross cost to oil con 
sumers, rather than the actual "net resource cost" of Import controls, continue to be 
employed In a wanton and reckless manner by anti-control advocates long after such 
correction.

0 The savings to the government as a petroleum consumer due to the competitive role 
of the independent refiner are not included in, but should be added to, these figures.
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To put the matter in perspective, these large savings to consumers should be 
compared with the "cost" of the independent refiner's sliding scale quotas. The 
gross value of 1969 quotas to all the companies with capacities under 100,000 
B /D amounted to only $90,467,075 "

A major oversight in the Task Force Report is that, without the sliding scale, 
the independent refiner will not be there to accomplish these large savings for 
consumers—and with all the discussion about consumer interest, there is not a 
word about this very high benefit to cost ratio.

These large savings to consumers may also be compared with the actual 
"cost" to consumers of all oil import controls which (on the net resource basis) 
amount to about $1,000,000,000 annually.11 In these terms, the total cost of the 
oil import program would be justified by this one aspect of that program—the 
equitable treatment accorded to independent refiners by means of the sliding 
scale and its beneficial effect in the continued existence of the independent 
refiner as a vital competitive force.

RECOMMENDATIONS

1. We urge the Committee and the Congress to extend the present national 
security clause which is the basis for the present oil import program.

2. Uncertainty about the future structure of import controls and the annual 
threat of wholesale revision should be ended. We urge the Committee and the 
Congress to confirm the desirability of the present quota system in preference 
to other control methods such as tariffs, quota auctions, etc.

3. To this end we also urge the Committee and the Congress to confirm specif 
ically the sliding scale feature of the present nuota system as necessary to avoid 
inequalities in the actual impact of controls. Just as the oil industry as a whole 
needs an end to uncertainty about the future of import controls, independent 
refiners need an end to harassing attacks upon the sliding scale.

4. These steps may be accomplished either by direct legislation or by a clear- 
cut expression of Congressional views in the reports on pending legislation and 
these hearings. In either event the first step is an affirmative expression on 
Recommendations 3 and 4 'by the House Committee on Ways and Means. We 
urge that step.

JANUARY 27, 1970.
Memorandum: Present Savings to Consumers Due to the Independent Refiner— 

Lost If the Independent Refiner Disappears.
1. The consumer's interest served by the independent refiner—gasoline at 2£ 

under major brands.
(a) The independent refiner and marketer traditionally sell gasoline at 

an average of 2£ under major brands. See Item I in Appendix A hereto, 
Excerpts from FTC Report on Anticompetitive Practices in the Marketing 
of Gasoline.

(6) Applying this typical price differential to gasoline produced by in 
dependent refiners, the annual saving to consumers is $294,888,190. (See Ap 
pendix B, line 6.)

2. The consumer's interest served by the independent refiner—holding the gen 
eral level of gasoline prices, both major brand and independent, below levels 
which would apply absent the independent refiner.

(a) The independent refiner and marketer play a role which is "entirely 
disproportionate" to their size "in keeping markets competitive, flexible and 
dynamic . . .". See Item II in Appendix A hereto, Excerpts from FTC 
Report.

(6) For each 10 difference in the general price level of gasoline due to the 
independent, the annual saving to consumers is $810,133,870. (See Appendix 
B, lines 8, 9.)

3. The consumer's interest served by the independent refiner—providing other 
petroleum products at lower prices.

(a) The independent refiner plays a similar competitive role in respect 
to other petroleum products: jet fuel, heating oils, asphalt, etc. If the in 
dependent refiner disappears, his present supply of these other products 
to inland areas will have to be replaced. In the case of residual fuel oil and

10 This gross value is computed at $1.25 per barrel. Of course, a substantial portion of 
this amount would he earned by these companies even under a uniform, rather than sliding 
scale, quota formula so this figure greatly overstates the "cost" of the sliding scale feature.

11 Statement of Under Secretary of the Interior Russell E. ITrain to the American Petroleum Institute, November 1969.
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asphalt the extra transportation costs from alternative coastal sources would 
average 4-50 per gallon, and even for lighter oils which could be moved by 
pipeline the cost may range from % to 20 per gallon.

(6) Applying assumptions of %tf, 1^ and 20 as the extra transporta 
tion cost of replacing the independent's present supply of other products, 
the annual cost to consumers will be: at %tf $45,052,363, at 14 $90,104,725, 
at 20 $180,209,450. See Appendix B, line 13.)

4. Consumer benefits vs. costs of independent refiner quotas.
(a) The survival of the independent refiner and the annual savings to 

consumers due to the independent refiner are made possible by a modest share, 
allocated on a sliding scale basis, of import quotas. The quotas of 113 com 
panies with under 100,000 B/D capacity amount to only 25% of total finished 
product and crude oil quotas; only 17% of total restricted imports. (See 
Appendix C, line 6.)

(6) In dollars, the cost benefit comparison is:
(1) Quotas to 113 companies with under 100,000 B/D Ooet

(Appendix C) at 1.25 per barrel__________ $90,467, 075
(2) Combined savings to consumers due to independent 

refiners (Appendix B, line 14) :
Consumer savings

From __________________________ $1,159,074,423 
To ___________________________ 2,113,365,380

5. The U.S. Government, as world's largest consumer of petroleum products, 
benefits from the independent refiner's competitive role. A very substantial por 
tion of domestic military oil procurement is from the independents. (See Appen 
dix B.) The independent refiner reduces the cost of government oil purchases a) 
by actually lower prices on contracts awarded to independents and b) by holding 
the general level of all bids down.

APPENDIX A—EXCERPTS FROM THE FEDERAL TRADE COMMISSION'S REPORT ON 
ANTICOMPETITIVE PRACTICES IN THE MARKETING OF GASOLINE

I. RE HISTORICAL 2-CENT DIFFERENTIAL BETWEEN INDEPENDENT AND MAJOR BRANDS
Historically, the independent refiner and marketer has sold gasoline at lower 

prices fchan his major competitors. Ordinarily the price spread reflects differ 
ences in the degree of consumer acceptance of private brands and major brands. 
The price differential tends to offset major brand advantages flowing from na 
tional advertising, location, tourist services, credit cards and other services and 
promotions. Although a number of independents assert that the price differential 
between private brands and major brands has traditionally amounted to two 
cents on a gallon, there is evidence that the amount differs from market to mar 
ket. Moreover, it is also clear that some private brands must sell at a greater 
differential than others to be competitive with the major brands, (p. X-8)

II. RE TENDENCIES IN THE OIL INDUSTRY FOR LIMITED COMPETITION AMONG MAJOR
COMPANIES

Business realities discourage vigorous price competition between sellers of 
relatively equal strength in such a concentrated market. Accordingly, it is not 
surprising that the record before the Commission shows that price competition 
within the industry pits the large refiners more often against the small rather 
than against each other, (p. X—4)

* » * * a o $
Equally important as size and degree of integration in identifying a major is 

a company's attitude toward competition. The major prefers not to engage in 
price competition, (p. X-5).

The great disparity in size, differences in degree of vertical integration, and 
differences in self-sufficiency in raw material production, argue that such indus 
try rivalry can end in the "soft" competition of a functioning oligopoly. Industrial 
history and economic doctrine indicate that such differences naturally lead to 
fierce conflict which disappears when competitors become similarly structured. 
The merger movement evident in today's gasoline industry, and the marketing 
conduct which has been employed, argue persuasively -that in the absence of 
antitrust enforcement, structural similarity is inevitable, (p. X-ll)
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III. BE INDEPENDENT BEFINEB AS THE KEY TO EFFECTIVE COMPETITION IN THE OIL
INDUSTRY

The record is clear that independent refiners and marketers exert a beneficial 
influence upon competition that is disproportionate to their actual representation 
within the petroleum industry: they have long been innovators of marketing 
methods and have been the primary agents in translating efficiencies at the 
production and distribution levels into lower prices at the retail .level.

They play a part in the industrial pattern that is "entirely disproportionate" 
to their size "in keeping markets competitive, flexible, and dynamic and in pre 
venting a recognition of interdependence and the possible bureaucratic conserva 
tism that go with size and quasipennanent life from stultifying competition." 
[footnote cites: De Chazeau and Kahn, Integration and Competition in the 
Petroleum Industry, 383 (Yale Union Press 1959).]
***** * *

Any substantial reduction of sellers in a market is likely to result in a diminu 
tion of competitive vigor. The public interest implicit in the statutes adminis 
tered by this Commission is the fostering and preservation of competition between 
business entities that will benefit the consumer and contribute to the nation's 
economic well being in both the short- and the long-run. In fulfillment of its public 
trust, the Federal Trade Commission is committed to the preservation of an 
industrial pattern with as many sellers as is consistent with technological pro 
gress ; an industrial pattern that enables the consumer to make rational selection 
of product on the basis of price, quality and service; and an industrial pattern 
that is not shaped through competition waged on the basis of ability to withstand 
losses, but rather one shaped through competition resulting from efficiencies. 
(p. X-ll)

'Page references are to the Report as printed in Antitrust & Trade Regulation 
Report, Number 312, July 4,1967.

APPENDIX B—DERIVATION OF CERTAIN DATA—ANNUAL SAVINGS TO CONSUMERS 
ATTRIBUTABLE TO THE INDEPENDENT REFINEB

1. Total U.S. refinery inputs 1 (barrels per day)_______ 10,686,678
2. Per year (X365) (barrels per year)__________ 3,900,637,490
3. In gallons ( X42) (gallons per year) ___________ 163, 826, 774, 000
4. Independent refiner portion(18 percent) 2 (gallons per year_ 29,488,819,000
5. Gasoline yield—independent refiner (50 percent) (gallons

per year)______________________________ 14,744,409,330
6. Annual consumer saving (line 5X$.02)___________ $294,888,190
7. Total gasoline yield, both major and independent (50

percent of line 3) (gallons per year) _____________ 81,913,387,000
8. Annual consumer saving if Itf per gallon difference in

general price level (linex$.01)______________ $1,638,267,740
9. Annual consumer saving if 24 per gallon difference in

general price level (line 7X$.02) _______________ $1, 638, 267, 740
10. Portion of U.S. refinery capacity represented by independ 

ent refiner at inland points (Appendix D) 3 (percent)_ 11
11. Total production by inland independent refiner (11 percent

of line 3) (gallons per year)_______________ 18,020,945,000
12. Products, other than gasoline, from inland independent

refiner (SO percent of line 11) (gallons per year)____ 9,010,472,500
13. Annual consumer cost if inland independent refiners' pro 

duction of other products must be supplied from sea 
board at extra cost of:

(a) V2 cent per gallon (line 12X$.005)_________ $45,052,363
(b) 1 cent per gallon (line 12X$.01)_________ $90,104,725
(c) 2 cents per gallon (line 12X$.02)_________ $180,209,450

14. Combined annual savings to consumer attributable to inde 
pendent refiner (lines 6, 8 or 9 and 13 a or c) :

From _———___________________________ $1,159, 074,423 
To —_——____________________________ $2,113, 365,380

1 Interior release March 17,1969.
2 Percent of refinery capacity owned by companies with under 100.000 B/D, Bureau of 

Mines Data for 1068, and average 1967-69.
3 Independents, at 113 inland plants, account for 29 percent of total inland capacity. 

(Appendix D)
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APPENDIX C—1969 QUOTAS, DISTRICT I-1V

Number of Quotas 
companies (B/D)

1. Refining companies with total inputs under 100,000 B/D....._.-___.._.._.. 113 198,284
2. Penning companies with total inputs exceeding 100,000 B/D.............._.. 19 369,183

Earned on 1st 100,000 B/D.....______...___..————..———————_.———.—— 171,950
Earned on excess___ ____ _____ ____——__ _____ _——————— 197,233

3. Total refiner quotas--...-.---....---..----.----------.---.---- 132 567,467.2
4. Total of finished product and crude oil quotas available for allocation after com 

mitments and overland—....__„.-__——————_————__——_...——..————... 781l ?,o
5. Total allowable imports, at 12.2 percent of U.S. production restriction.______——————.. 1,152,412
6. Independent refiner quotas as a percent of:

(a) Total finished product and crude oil quotas excluding commitments and
overland (line 1 over line 4)_________——._._______—— ——— ——.. 25

(b) Total restricted imports (line 1 over line 5).———————————————- 17

APPENDIX D—U.S. INLAND REFINERIES—BY STATE, REFINERY, AND CAPACITY 
(CAPACITY IN BARRELS PER DAY)

113 INDEPENDENT REFINERIES (OWNED BY COMPANIES WITH LESS THAN 100,000 B/D
COMBINED CAPACITY)

Alabama:
Cracker Asphalt Co., Moundsville_—_______———————__ 1, 600 
Hunt Oil Co., Tuscaloosa_______—____——_——————_ 9, 000 
Vulcan Asphalt Refining Co., Cordova—___—____—————___ 3, 000 
Warrior Asphalt Corp., Holt_____——._—__—————————___ 1, 770

Arkansas:
Berry Petroleum Co., Stephens_______________________ 2,000 
Berry Petroleum Co., Waterloo____—_________—————___ 1,500 
Cross Oil & Refining Co. of Arkansas, Smackover__—————___ 3, 500 
Macmillan Ring-Free Oil Co., Inc., Norphlet___________-___ 4,400 
Monsanto Chemical Co., El Dorado_—___________——___ 36,000

California:
Beacon Oil Co., Hanford___________________________ 11,500 
Golden Bear Oil Co., Oildale_________________________ 11,000 
Kern County Refinery, Inc., Bakersfield____*___________ 11,000 
Mohawk Petroleum Corp., Bakersfield__________________ 17, 000 
Signal Oil & Gas Co., Bakersfield_______________-____ 22,000 
Sunland Refining Corp., Bakersfield_______________-___ 5,350 
West Coast Oil Co., Oildale__________________—_____ 3,000

Colorado:
American Gilsonite Co., Grand Junction__________________ 4,180 
Morrison Refining Co., Grand Junction-__________________ 1, 000 
Tenneco Oil Co., Denver________—__________________ 11,000

Illinois:
Clark Oil & Refining Corp., Blue Island__________________ 64,000 
Clark Oil & Refining Corp., Hartford___________________ 35, 000 
Richards, M. T., Inc., Crossville______________________ 270 
Wireback Oil Co., Plymouth_________________________ 1,200 
Yetter Oil Co., Colmar____________________________ 1,000

Indiana:
Gladieux Refinery, Inc., Fort Wayne————______________ 3, 000 
Indiana Farm Bureau Cooperative Assn., Inc., Mount Vernon____ 12,500 
Laketon Asphalt Refining Co., Laketon——________________ 6,000 
R. J. Oil & Refining Co., Inc., Princeton__________________ 5,000 
Rock Island Refining Corp., Indianapolis_______________ 22, 000 
Somerset Oil Inc., Troy______—_——________________ 1, 500 
Witco Chemical Co., Inc., Haminond-——_________________ 10, 000
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APPENDIX D—U.S. INLAND REFINERIES—Continued
Kansas:

American Petrofina Co. of Texas, El Dorado—.—_————__——— 22, 500 
Apco Oil Corp., Arkansas City_____________________— 19, 000 
Century Refining Co., Shallow Water_______________—— 4,310 
CRA, Inc., Coffeyville___________________________— 29, 000 
CRA, Inc., Phillipsburg_________________________—— 17,000 
Derby Refining Co., Wichita______________________—— 23,400 
Mid-America Refining Co., Inc., Chanute—-____——_——— 3,000 
National Cooperative Refinery Association, MePherson________ 45, 000

Kentucky:
Kentucky Oil & Refining Co., Betsy Layne———————————————— 500 
Somerset Oil, Inc., Somerset——--___———___——____—— 1, 500

Louisiana:
Atlas Processing Co., Shreveport———_————____———____——— 18,500
Bayou State Oil Corp., Hosston-_____-______________ 1,000 
Calumet Refining Co., Princeton_____________________ 2,400 
Cotton Valley Solvents Co., Cotton Valley________________ 7,000
Ida Gasoline Co., Inc., Hosston-_____-________________ 1,200

Michigan:
Bay Refinining Co., Bay City——-___-______—_____-__ 15,000 
Crystal Refinining Co., Carson City____________________ 6,200 
Lakeside Refinining Co., Kalamazoo————————_——__-_———— 4,000 
Osceola Refinining Co., West Branch___________________ 5,000

Minnesota:
Great Northern Oil Co., Pine Bend—__—————_————__———— 77,300 
Northwestern Refining Co., St. Paul Park______________ 44,000

Mississippi:
Southland Oil Co., Sandersville_______________________ 6,000 
Southland Oil Co., Yazoo City______-______________ 2,000

Montana:
Big West Oil Co. of Montana, Kevin_________________— 4, 000 
Diamond Asphalt Co., Chinook______________________ 1,500 
Farmers Union Central Exchange, Inc., Laurel—_——_____—— 26,000 
Jet Fuel Refinery, Mosby_——————_———___——___———— 450 
Tesoro Petroleum Corp., Wolf Point__________________ 2,250

Nebraska: CRA, Inc., Scottsbluff__—__________________ 4,000
New Mexico:

Caribou-Four Corners, Farmington____________________ 1,000 
Famariss Oil & Refining Co., Monument_________________ 4, 500 
Husky Oil Co., Farmington_——____________________ 1,000 
Plateau, Inc., Bloomfield_________________________ 4,200

North Dakota : Westland Oil Co., Williston_________________ 4,100
Oklahoma:

Allied Materials Corp., Stroud_______________________ 4,500 
Apco Oil Corp., Cyril_____________________________ 10,000 
Bell Oil & Gas Co., Ardmore________________________ 27,000 
Champlin Petroleum Co., Enid_______________________ 34,000 
Kerr-McGee Corp., Gushing_________________________ 14,000 
Kerr-McGee Corp., Wynnewood_______________________ 26,000 
Midland Cooperative, Inc., Gushing____________________ 16,000 
Okmulgee Refining Co., Inc., Okmulgee__________________ 17,300 
Sequoia Rpfinining Corp., Ponca City___________________ 34,000 
Tonkawa Refining Co., Arnett______________________ 5, 500

Pennsylvania: 
West:

Pennsylvania Refining Co., Karns City______________— 1,400 
Pennzoil United, Inc., Oil City (Rouseville)____________ 10,000 
Quaker State Refinining Corp., Emlenton_____________ 3, 200 
Quaker State Refining Corp., Smethport_______________ 4, 300 
United Refining Co., Warren______________________ 20,000 
Witco Chemical Co.—Kendall Division. Bradford________ 5, 600 
Witco Chemical Co.—Sonneborn Division, Franklin_______ 2, 000 
Wolf's Head Oil Refining Co., Inc., Reno_______________ 2,020

Tennessee: Delta Refining Co., Memphis___________________ 27,500
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APPENDIX D—U.S. INLAND REFINERIES—ContinuedTexas: ———

Adobe Refining Co., Abilene_________—————————————— 6,000
Adobe Refining Co., La Blanca__________—-——————————— 5,000
American Petrofina Co. of Texas, Mount Pleasant-—————————— 26, 000
Anderson Refining Co., Tucker (Palestine)-___—-———————— 1,300
Oosden Oil & Chemical Co., Big Spring________———————— 31,500
Cosden Oil & Chemical Co., Colorado City_______——————— 13, 500
Diamond Shamrock Corp., Sunray———————————————————— 37,000
Flint Chemical Co., San Antonio___________—————————— 800
Fort Worth Refining Co., Fort Worth___———————————————— 12,000
Howell Refining Co., San Antonio.____———————————————— 3,500
La Gloria Oil & Gas Co., Tyler________________________ 24,000
Longview Refining Co., Longview____________———————— 4, 500
Monarch Refining Co., San Antonio-___________——————— 3,500
Petroleum Refining Co., Lueders.____________———————— 2,179
Tesoro Petroleum Corp., Carrizo Springs.______-_——————— 4,000
Texas Asphalt & Refining Co., Irving___________________ 2,000
Three Rivers Refinery, Three Rivers___________———___- 1,200

Utah:
Caribou-Four Corners Oil Co., Woods Cross________——————— 3, 500
Husky Oil Co., North Salt Lake______________——————— 8, 500

West Virginia:
Elk Refining Co., Falling Rock________________————_____ 4,200
Quaker State Oil & Refining Corp., St. Mary's (Ohio) Valley___ 5,000

Wisconsin : Murphy Oil Co., Superior____________________ 25,000
Wyoming:

Empire State Oil Co., Thermopolis_~_________________ 6,000
Gordon Refining Co., Greybull_______________________ 300
Husky Oil Co.—Frontier Division, Cheyenne______________ 20, 500
Husky Oil Co., Cody______________________—______ 10,500
Little America Refining Co., Casper___________________ 13,500
Sage Creek Refining Co., Inc., Cmvley__________—_____ 500
Sioux Oil Co., Newcastle____________________________ 7, 500

FIFTY-EIGHT MAJOR COMPANY REFINERIES (OWNED BY COMPANIES WITH MORE THAN 
100,000 B/D COMBINED CAPACITY)

Arkansas: American Oil Co., El Dorado-___________—_____ 43, 600
California: Standard Oil Co. of California, Bakersfield_._—_____ 26, 000
Colorado: Continental Oil Co., Denver_____________—_____ 25,300
Illinois:

American Oil Co., Wood River_______________________ 86,500 
Marathon Oil Co., Robinson_________________________ 68,250 
Mobil Oil Corp., East St Louis_______________________ 50,000 
Shell Oil Co., Wood River__________________________ 194,000 
Texaco, Inc., Lawrenceville-________________________ 81,000 
Texaco, Inc., Loekport___________________________ 72.000 
Union Oil Co. of California, Lemont__________________ 53,000Indiana:
American Oil Co., Whiting_________________________ 291,000 
Cities Service Oil Co., East Chicago____________________ 56, 000 
Mobil Oil Corp., East Chicago_______________________ 47,000 
Sinclair Oil Corp., East Chicago_______________________ 125, 000

Kansas:
American Oil Co., Neodesha———————________________ 30, 800 
Mobil Oil Corp., Augusta___________________________ 48,000 
Phillips Petroleum Co., Kansas City____________________ 85,000 
Skelly Oil Co., El Dorado___-_______________________ 65,000

Kentucky:
Ashland Oil & Refining Co., Ca'tLettsburg_______________ 107,000 
Louisville Refining Co., Inc., Louisville_________________ 20,000

Michigan:
Marathon Oil Co., Detroit________________________ 45,000 
Mobil Oil Corp., Woodhaven_—____________________ 43, 000
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APPENDIX D—U.S. INLAND REFINERIES—Continued

Minnesota: Continental Oil Co., Wrenshall————————————————— 17,000 
Missouri: American Oil Co., Sugar Creek————_———————————— 83,000 
Montana:

Continental Oil Co., Billings———_——————————————————— 44,000 
Humble Oil & Refining Co., Billings—————————————————— 39,000 
Phillips Petroleum Co., Great Falls—————————————————— 4,500 
Union Oil Co. of California, Cut Bank__________________ 3, 800 

New Mexico:
Continental Oil Co., Artesia____—————-———————————— 16,500 
Shell Oil Co., Ciniza (Gallup) ———_——__————————__- 15,500 

New York:
Frontier Oil Refining Corp., Tonawanda_____———————__- 37,000 
Mobil Oil Corp., Buffalo_________________———______- 42,000 

North Dakota: American Oil Co., Mandan________——______ 50,000 
Ohio: 

East:
Ashland Oil & Refining Co., Canton_______———_——___ 38,000 
Union Oil Co. of California, Newark_____——————___ 24,000 

West:
Ashland Oil & Refining Co., Findlay_____———__—__- 10,000 
Gulf Oil Corp., Oleves (Cincinnati)_____———______ 40,700 
Gulf Oil Corp., Toledo_____—______——————___ 46,800 
Standard Oil Co. of Ohio, Lima—_______———_____- 56,300 
Standard Oil Co. of Ohio, Toledo__________________ 120, 400 
Sun Oil Co., Toledo__________________________ 112,000 
Union Oil Co. of California, Oregon (Toledo)__________ 30,000 

Oklahoma:
Continental Oil Co., Ponca City_______________________ 77,000
Sun Oil Co.—DX Division, Duncan.—_______———______ 47,000
Sun Oil Co.—DX Division, Tulsa_____________________ 90,000
Texaco, Inc., Tulsa___________—________________ 47,000

Pennsylvania: West: Valvoline Oil Co., Freedom_______________ 5,500
Texas:

Chevron Oil Co.—Western Division, El Paso_______________ 65,000 
Phillips Petroleum Co., Borger______________________ 85,000 
Shell Oil Co., Odessa___________________________ 29,000 
Texaco, Inc., Amarillo__________________________ 19,000 
Texaco, Inc., El Paso_____________________________16,000 

Utah:
American Oil Co., Salt Lake City____________________ 37,600 
Chevron Oil Co.—Western Division, Salt Lake City_________ 43,000 
Phillips Petroleum Co., Woods Cross__________________ 20,000 

Wyoming:
American Oil Co., Casper____________________________ 34,000 
Sinclair Oil Corp., Sinclair________________________ 30,000 
Texaco, Inc., Casper-___________________________ 20, 000

RECAPITULATION

Percent of Percent of 
B/D inland United States

113 inland plants owned by companies with less than 100.000 B/D

Total 171 inland plants .

Total U.S. refining capacity.. .—...___._.__.. __ .

1,276,379 
3, 158, 050

4 434 429' '

11,575,829 .....

29 
71

100

ill 
27

38

100

1 Total U.S. refining capacity owned by companies with less than 100,000 B/D has been approximately 18 percent: 
in 1967 1,871,222 B/D, 17.97 percent; in 1968 1,968,744 B/D, 17.62 percent; in 1969 1,979,074 B/D.



2389
APPENDIX E-EXAMPLE OF THE INDEPENDENT REFINER'S COMPETITIVE ROLE-SUPPLY TO THE MILITARY

Number of
companies Gallons

1. To major oil companies ...-.___ . _...................._-.-..-. 13 1,040,031,600
2. To independent refiners qualifying for small business set-aside...-........_-._. 11 264,650,000
3. Toother independent refiners.---.-............—...-.—.-............. 10 390,063,000

Note: Distribution of awards in typical military jet fuel procurement based upon competitive bidding, as reported in 
Oil Daily June 10,1968.

The independent refiner is a principal source of product for the military— 
beyond his relative size in the industry. Also, the independent refiner's competi 
tion for this business lowers the cost to the military : a) by actually lower prices 
on contracts awarded to independents and b) by holding the general level of all 
awards below that which would obtain without the independent refiner's 
competition.

POET OF BROWNSVILLE, 
Brownsville, Tea;., June 3, 1970. 

Hon. WILBUR MILLS, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D.C.

DEAB CHAIRMAN MILLS : At the recommendation of my Congressman, Kika de 
la Garza of Texas. I am presenting for testimony before your Committee this 
letter and attached report which identifies the economic factors and the economic 
impact of the Mexican Oil Import Movement through the Port of Brownsville. 

We feel that it is vitally important that the Ways and Means Committee under 
stand the true significance of this movement for the people of this area. Our trade 
relations with Mexico are very important and everything must be done to 
strengthen them and preserve them.

We feel sure that you will give this matter serious consideration before any 
changes are effected. I also want to thank you for giving me this opportunity to 
make this data available to your Committee. 

Sincerely yours,
AL CISNEROB,

General Manager and Port Director. 
Enclosure.

THE ECONOMIC IMPACT OF THE MEXICAN OIL IMPORT MOVEMENT THROUGH THE
PORT OF BROWNSVILLE

'The purpose of this report is to identify the economic factors of the move 
ment of Mexican oil through the Port of Brownsville and to determine the eco 
nomic impact it has on the City of Brownsville and its surrounding areas.

SUMMAKY

Over $3.5 million are directly generated annually in the Brownsville area 
which are attributed to the Mexican oil import movement through the port. 
Using a conservative 6 to 1 multiplier ratio to measure the true economic impact 
on the community reveals a total economic impact of over ,$21 million a year on 
the Brownsville area economy.

The trucking movement accounts for just over $1 million of revenues generated.
A total capital investment of $4.5 million has been made during the past nine 

years related directly to this oil movement in the form of storage tanks, pipe 
lines, trucks, and dock facilities.

There are 160 jobs directly related to the oil movement in Brownsville. The 
number of jobs directly related to the trucking is 55 men. There are about 200 
U.S. seamen and about 200 Mexican seamen also involved in this oil movement.
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CHRONOLOGICAL SEQUENCE AND DATA RE MEXICAN OIL IMPORTS 
(l) TANKER MOVEMENT—TAMPICO TO BBOWN8VILLE

All of the Mexican coker feedstock and asphalt base crude moves from the 
PEMEX refinery in Tampico to Brownsville in PEMEX tankers. The Port of Tam- 
pieo is located about 280 miles south of Brownsville at the mouth of the Panuco 
River. This river creates serious problems for the Port of Tampico due to very 
high silting rates in the river and at the sea bar. There is a dredge working in 
this area constantly trying to maintain adequate depths for the vessels enter 
ing and leaving the port.

Last year nine different PEMEX tankers made a total of 105 trips to Browns 
ville. Shipments varied in size from 62,736 barrels to 127,642 barrels, with the 
average shipment being 105,050 barrels. Their deep drafts varied from 23 feet 
down to 32 feet deep. Their average deep draft was about 28 feet 8 inches.

The vessels make the trip up to Brownsville in about 18 hours. The vessels 
normally take about 36 hours to discharge their cargo and then return to Mexi 
co. Often the vessels do not return directly to Tampico as they may be diverted 
down to other PEMEX refineries at Coatzacoalcos or Veracruz to haul crude oil 
or other petroleum products back to their Tampico refinery.

The cost of this movement per barrel from Tampico to Brownsville is not avail 
able to us as PEMEX transports via their own vessels.

(2) STORAGE TERMINALS——BROWNSVILLE

The Mexican tankers discharge their oil into designated storage tanks which 
are U.S. Customs Bonded Warehouses. There are 22 storage tanks with over 
one million barrels storage capacity. Following is a breakdown of these tanks 
•and their capacities:

Terminal operator

Do....— —-----—------—.-
Do........ .......................... .

Do.. ......................... ........
Do....——————.————

Do................... ................

Total.. ............................ .

Number of 
tanks

--—.-.-_.-... 5
— .....— ........ 1
...... ............. 3
_____ . _____ 4
.- — -.--—.-..... 1
._..._—-..-—-_ 1
................... 3
................... 4

Tank capacity 
(barrels)

10, 000
80,000
55, 000
64,000
5,000

10,000
55, 000
80, 000

Total capacity 
(barrels)

50, 000
80, 000

165, 000
256, 000

5,000
10,000

165, 000
320, 000

1,051,000

The terminal charges vary since some of the oil companies handle their own 
oil. The terminal handling cost is generally considered at 8<t per barrel by the 
parties concerned.

(3) TRUCKING OPERATIONS

Three separate tanker truck lines handle the movement from the Port of 
Brownsville terminals to Matamoros, Mexico and back. The international bridge 
is located approximately eight miles from the port and a round trip normally 
takes one hour and fifteen minutes. This includes the time needed to load the 
truck, drive to Matamoros and back, and discharge the truck. Actual driving 
time is about 30 to 35 minutes per trip. Each tank hauls approximately 136 
barrels per trip.

Following is a breakdown of the trucking companies involved:

Truckline

Line Service.. ...
L. &G__.._.

Number of 
trucks

16
11
11

Daily quota 
handled 

(barrels) Commodity

15,000 Asphalt base........
10,000 Coker Feedstock ..
5,000 ....do.... .........

Receiver

.... GetryOilCo.

The three firms have a total of 55 employees and run about 80,000 truckloads 
a year. Drivers earn about $2.10 an hour or $2.00 per truckload.

The cost of the trucking averages out at 7.85tf per barrel as some is hauled 
for 7.50 and some at 8tf per barrel.
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(4) TANKEK MOVEMENT—BBOWN6VILI.E TO EAST COAST

Last year there were 70 U.S. tankers which carried the Mexican oil to a 
variety of ports on the Eastern seaboard. Forty of the shipments were Getty 
Oil tankers hauling the coker fedstock to he Getty plant in Delaware City. 
The other thirty U.S. tankers carried asphalt base crude to refineries at various 
points such as Providence, R.I., Perth Amboy, B.I., Yorktown, Va., Baltimore, 
Md., Linden, N. J., Sewaren, N. J., and Savannah, Ga.

Port statistics show that shipments varied from 49,284 barrels to 185,881 
barrels. The average shipment being 138,302 barrels. Deep drafts on sailing from 
Brownsville varied from 25 feet 11 inches to 34 feet 10 inches. The average deep 
draft was 32 feet 5 inches.

Some barge shipments were also made, as 1,176,539 barrels of asphalt base 
crude were shipped on 71 barges up the Intracoastal Waterway to a Shell plant 
at Norco, Louisiana.

Also, it must be noted that these tankers and their crews, both U.S. and 
Mexican, spend considerable amounts of money in Brownsville and contribute 
substantially to the economic impact on the community. Reliable sources report 
that the vessels spend approximately $1,000 per trip on stores and supplies. The 
seamen off the U.S. tankers will spend an average of $1200 per vessel, while the 
Mexican seamen spend a verified total of $5,000 per trip per vessel. This has a 
great economic impact on the retail businesses in the area.

(5) BECAPITTTLATION OP MOVEMENT 

Quota (barrels) Commodity Terminal operator Truckline Receiver

15,000. . Asphalt base crude. _ . Permian______ Robertson_____ Permian. 
10,000............... ... .. Coker feedstock......_.. Line Service........ Line Service........ Getty.
5,000___..._______.....do..___.___ Pemex.—......... L.&G. Truck__.- Do.

(6) POET TONNAGES AND REVENUES

It is most important to note that 73.4% of the total Port of Brownsville ton 
nage is represented by the Mexican oil movement.

Inbound Outbound Total

Total port tonnage-1969........ —......................... 2,255,450 2,840,745 5,096,195
Mexican oil tonnage—1969 . .... .-—.........-......—... 1,886,198 1,850,688 3,736,886
Percent.................................................... 83.7 65.2 73.4

The following is a breakdown of the revenues earned by the Brownsville Navi 
gation District in 1969 from this unique oil movement:

Revenues Inbound Outbound Total

Vessel charges:
Mooring... __ .......... -------------
Harbor fee. _ .._... _ .__----. — ...
Electricity.-.. ........... .............
Water.......................-—---.
Ballast charges...- ..................... 
Other services _ .. _ ------- — ------

Total. ............... ...... ..........
Wharfage _ ...............................

Total.... ............................
Lease rental:

Permian (2)... .........................

Grand total.... ...... ................ .

................. $6,314

................. 21,000

................. 1,148

................. 177

................. 59 ....

................. 28,698

................. 82,727

................. 111,425

................. 6,084....

................. 7,400

................. 10,000....

$4,562
16,775

772
352

1,600

24,061
81,433

105,494

$10, 876
37.775

1,920
529

1,600 
59

52,759
164, 160
216,919

23,484

240,403

This total revenue from the oil movement equals to 18% of the gross operating 
revenues of the Brownsville Navigation District
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(7) TOTAL REVENUES GENERATED IN BROWNSVILLE

In order to truly measure the amount of money actually paid or generated by 
this oil movement through the Port of Brownsville I have contacted the various 
companies or agencies involved and present herein the following data received 
which covers costs over a period of one year. Also, we are using figures based 
on a movement of 10,950,000 barrels moving in 175 tankers (105 Mexican, 70 
U.S.). and a truck movement of 80,000 trucks per year.

These figures show the percentage of the firm's total revenues attributed to 
the oil movement, as well as the number of employees involved in the oil 
movement.

REVENUES GENERATED AT BROWNSVILLE DIRECTLY FROM OIL MOVEMENT

Service

Pilots.....-..-..-.-..---..--....--.-....-..-..

Total.................................

Percentage of 
Amount total revenues

.............. $72,000

............. 162,000

.............. 11,000
240, 400

.............. 876,000

.............. 860,000

..... — ——— 83,000

.............. 33,000

._ —— . — —— 160,000
200,000 .....

............ 180,000 ......
.............. 634,000 ......

........- — - « 3.511.400 ......

85 
72 
67 
18 

100 
100 
100 
10 
20 ......

Number of 
employees

5 
12 

3 
14 
50 
55 

6 
15

160

i Total economic impact on community, $3,511,400 times 6 equals $21,068,400.

(8) REVENUES GENERATED ELSEWHERE BY OIL MOVEMENT

Service Amount 
Import Duty (U.S. Government) 5%^/bbl.)________________$575,000 
Bridge Toll (Mexican Government) ($1.00/truck)___________ 80,000 
License and gasoline taxes (Texas State government)—__-_____ 150,000

Total___________________________________ 805,000
Not even being considered are the wages being earned by the U.S. and Mexican 

seamen involved in handling the ve^els used in moving the oil.

(9) DECLINE IN REVENUES AND JOBS AT BROWNSVILLE WITH TRUCKING DISCONTINUED

Amount Jobs

Trucking lines....................................................... . .. $860,000 55
Bridge tolls(Cameron Countj)................................................ 160,000 ..............
yi\oa\Mnin............................................................... 100,000 ..............

Revenues lost........................................................ 1,120,000 55

Other revenues lost elsewhere would be the $80,000 in bridge tolls paid to 
Oaminos y Puentes of the Mexico government, and the $150,000 of license fees and 
fuel taxes collected by the State of Texas.

(10) CAPITAL INVESTMENT RELATED DIRECTLY TO OIL MOVEMENT

Over the past nine years approximately $4.5 million dollars have been spent 
on capital improvements in the Port of Brownsville area by both private com 
panies and by the Navigation District. They are as follows:

Facility Amount 
Oil terminals—_________________________________ $2, 000, 000 
Trucklines ——_________________________________ 2,400,000 
Docks and ballast facilities________________________ ' 100, 000

Total ————————————__._________________ 4) 500,000
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Additional capital investments are presently being planned to improve the 
port's facilities for handling this oil more efficiently. The Navigation District is 
presently awaiting a decision on extension of the oil movement in order to proceed 
to rebuild Oil Dock No. 1 at an estimated cost of $70,000. The District also plans 
to improve and expand its ballast facilities at a cost of $65,000. This should help 
resolve some of the operational problems the U.S. tankers have been encountering 
in handling their ballast.

(11) COST PER BARREL RECAP

In order to determine the actual extra per barrel cost of making the Mexican 
oil import movement enter at Brownsville utilizing the trucking to enter the 
U.S. overland we present the following figures:

Cost per 
Service barrel

Mexican tanker rate—Tampico/Brownsville (NA)_____________ _
Port of Brownsville—Wharfage (%tf twice)________________ 1. 50tf
Tank terminals____________________________________ 8.OOtf
Trucking (average cost per barrel)*————__—————————________ 7. 850
•Bridge tolls*______________________,_______________ 2.40<5
Import duty (paid anywhere anyway)____________________ 5.254
U.S. tanker rate—Brownsville/east coast'(NA)______________ ____

Total _______________________________________ 25. 000
•Cost per barrel related to trucking

The above figures indicate that the actual cost to come through Brownsville is 
only 19.750 per barrel. If the trucking is terminated then the cost will only be 
9.50 per barrel.

(12) GOALS OP THE BROWNSVILLE NAVIGATION DISTRICT

At this point it is important to recognize that the main goal of the port au 
thority is to further develop the trade and commerce passing through the Port of 
Brownsville and to promote and attract industrial development to the Browns 
ville area.

Historically a cotton port serving an agricultural region, it has changed its 
direction (because of the demise of cotton) and is fast becoming one of the 
finest bulk materials handling ports on the Gulf Coast.

This Mexican oil movement is one of the four cornerstones of the Port of 
Brownsville's economic strength and stability. Grain, chemicals and minerals 
are the other three, but the oil represents 73.4% of its total tonnage and there 
fore is the most important cornerstone.

The chemicals and minerals move mainly by barge, and the grain is seasonal. 
This means that the oil movement is the basic support of those vital services 
which no port can do without — its tugs, pilots, and linerunners. To lose these 
would be a greater loss than the 73.4% of tonnage or the 18% of gross revenues.

The District is working hard to attract new industry to the area in order 
to diversify its economic base and to generate the general cargo needed to at 
tract regularly scheduled liner services to Brownsville once again. Therefore, it 
is imperative that the oil movement via Mexican and U.S. tankers continue in 
order to provide a sound base for the existing port services.

The Port of Brownsville is one of the few self-supporting ports in the coun 
try. One that has been able to do most of its capital financing with revenue 
bonds rather than general obligation tax bonds. The local taxpayers appreciate 
the excellent fiscal responsibility shown by the Navigation District over the 
years. The Valley is an economically depressed area with a high unemployment 
rate (7 to 8 percent) and the people are already over-taxed. The loss of this 
oil movement would leave the Navigation District no alternative but to go back 
to the local taxpayers for funds for the continued future growth of our port. 
The present bond indebtedness is less than $5 million.

The Port has plans for the near future that entail substantial ($10 to $15 
million) new capital investments. These plans include the construction of more 
barge docks, expansion of the grain elevator and bulk materials handling facili 
ties, a new bridge to Mexico closer to the port, and the development of an 
effluent control area to provide new industry with an adequate system for dis 
posing of their effluent to prevent pollution.
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The Port is taking .steps to have its channel deepened from 36 to 45 feet and 
widened to 400 feet. It hopes to rebuild its oil docks and improve its ballast 
facilities. Also, a new industrial park is being planned.

Brownsville is a key port in the nation's national defense posture. It is isolated 
and not likely to be destroyed in case of a limited nuclear war. It is the south 
western tip of the Gulf Intracoastal Waterway and is linked to the heartland 
of America by the Mississippi River System.

It serves as a sentinel for our Southwest region with first class Coast Guard 
and Weather Bureau facilities constantly scanning the Gulf of Mexico.

The port also has done its part in bettering U.S. relations with Mexico. It 
has provided Mexico with first class port facilities and services for over 34 
years. It is constantly seeking better methods to help Mexico develop her for 
eign trade, not only with the U.S., but with third countries as well. The more 
services which the Port of Brownsville can sell to Mexico, the more U.S. dollars 
are earned to help strengthen our balance of payments position with the rest 
of the world.

CONCLUSIONS
The total economic impact of the Mexican oil import movement through the 

Port of Brownsville is over $21 million on the community of Brownsville. Actual 
revenues generated by the movement are $3.5 million.

It ds most important to the economic growth of the port that this oil move 
ment continue. Termination would be a severe blow to the economic condition 
of the port and to its related port services.

If only the trucking is discontinued then only a 30% economic loss will be felt 
in the community. It is understood that approximately one-third of the 55 per 
sons employed by the trucking companies would be transferred to other jobs 
and not have to seek new ones.

If such action is taken then it would be good for all concerned if the volume 
of Mexican oil entering through the port be allowed to increase. The increase 
would help offset the losses incurred if the trucking ended.

Since the cost of trucking is shared equally by Pemex and the U.S. oil com 
panies, both would benefit by sharing the cost saving.

By allowing the oil to be entered at Brownsville, measured, duty paid, and 
reshipped in American vessels to the East Coast, a better utilization can be made 
of the existing one million barrels storage capacity available at Brownsville. An 
increase in volume could easily be handled without the need of substantial ad 
ditional capital investment by any of the oil companies or terminal operators.

We suggest that Section l(a) of Presidential Proclamation 3290 be modified 
so as to read as follows:

1. On and after July 1, 1970, Proclamation No. 3279 of March 10, 1959. 
shall be amended as follows:

(a) Paragraph (a) of Section 1 is amended by adding, before the period at the 
end thereof, the following new clause: ", or (4) crude oil, unfinished oils, or 
finished products which are transported into the United States from a. contiguous 
country by pipeline, rail, or other means of overland transportation, or 'by tanker 
to the nearest Z7.S. port of entry, from the country where they were produced, 
which country, in the case of unfinished oils or finished products, is also the 
country of production of the crude oil from which they were processed or manu 
factured."

This modification would allow the continued importation of Mexican oil 
through the Port of Brownsville without necessitating the controversial truck 
movement. By restricting the tanker movement to the nearest port of entry the 
further movement of the oil into the United States would necessitate the con 
tinued use of U.S. flag carriers and all the consequent benefits to American oil 
companies and American seamen.

CONGRESS OF THE UNITED STATES,
HOUSE OF REPRESENTATIVES, 
Washington, D.G. May 11, 1910. 

Hon. WILBTO D. MILLS, 
Chairman, Souse Committee on Ways and Means, House of Representatives

DEAR MB. CHAIRMAN: Enclosed you will find a copy of a statement by Mr. 
Ernest Flegenheimer, President of the Michigan Sugar Company. This state-
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ment pertains to tariff and trade proposals 'and Mr. Flegenheimer would like 
to officially submit his statement for the record in your upcoming hearings.

On behalf of Mr. Flegenheimer, I thank you for your consideration of his posi 
tion in this matter. 

With warm regards, 
Sincerely,

JAMES HAKVEY, M.C., Michigan.

STATEMENT OF ERNEST FLEGENHEIMER, PRESIDENT, MICHIGAN SUGAR Co.
The views set forth here relate to the scarcity of bituminous coal and the 

tremendous increase in price occasioned thereby.
Our price of coal has increased about 31% between December 1967 and De 

cember 1969, a period of 24 months. Since then, additional price increases have 
taken place totalling approximately 78% over those in effect at the end of 1967. 

The reasons for this are many-fold—inadequate supply of railroad cars, in 
creased wages of miners, new mine safety laws, larger domestic demands, with 
out an increase in production, and increased exports, mainly to Japan.

We quote from the Bulletin of the National Association of Purchasing Man 
agement of March 4, 1970:

Export markets in Japan and Europe took an additional 4.7 million 
tons away from the fields which otherwise supply Southern markets. Prices 
run $2 per ton to $3 per ton more than the domestic market, while quality 
appears to be of little importance. The ironical part of this situation is 
that the Federal Government will probably commend the coal industry for 
aiding the Balance of Payments. If the domestic users could regain the 
production lost to increased export shipments, lost to the wildcat Black 
Lung strikes last spring and lost to the rail car shortage, the present 
supply/demand ratio would not be so far out of balance. 

Additionally, indications are that export demands over the next 24 months 
will substantially increase. We quote from a publication called "Carbon Crys 
tals" of April 1970 published in Charleston, West Virginia.

JAPAN'S NEED FOR COAL
Experts forecast that the fast-surging Japanese steel industry—now the third 

largest in the world—will be producing more than 100 million tons of raw 
steel by 1972 (last year's output was 67 million tons. To produce the required 
amount of iron, coal imports will have to be increased to around 72 million 
tons a year—more than double last year's 32 million tons.

"Bulk of the additional tonnage will have to come from present major sup 
pliers—Australia, Canada and the U.S.—with the Canadian proportion rising 
markedly."

Air pollution abatement programs are being seriously hindered on account of 
the quality of coal available. In view of increasing domestic demand, and the 
current inflationary price of coal, we respectfully submit for your consideration 
the placing of an embargo on the exportation of domestic coal.

ERNEST FLEGENHEIMER, President.

Mr. WATTS. That concludes the hearing for today. The committee 
will stand adjourned until 10 o'clock tomorrow morning.

(Whereupon, at 3:31 p.m., the committee adjourned, to reconvene 
Thursday, June 4,1970, at 10 o'clock a.m.)
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